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PREFACE TO THE THIRD EDITION (1928) 

In preparing this revised third edition, I have removed a 
number of minor errors and have made, I hope, some improve- 
ments in analysis and exposition. I have also tried, so far as 
possible, to bring my references to facts and laws up to date. 
The main changes in the structure of the book are as follows. 
A portion of what used to be Chapter VIII. of Part IV. and 
the Appendix entitled “Taxes on Windfalls" are omitted, as 
the matters there discussed are now dealt with in A Study of 
Public Finance. The following Chapters are new: Part I., 
Chapter IV. ; Part II., Chapter VIII. ; Part III., Chapter XVL ; 
Part IV., Chapter VII. Chapter XL of Part II. replaces, 
under a new title, what used to be Chapter X. and has been 
entirely rewritten. The first five divisions of Appendix III., 
which are concerned with the subject-matter of that Chapter, are 
also new. In these divisions I have made free use of an article 
entitled “An Analysis of Supply,” which appeared m the 
Economic Journal in June 1928 ; and in the new Chapter VII. 
of Part IV. I have used part of an article on “Wage Policy 
and Unemployment,” which appeared in the same journal in 
September 1927. 

The scheme of the book, which is displayed in more detail 
in the Analytical Table of Contents, is as follows. In Part I. 
it is ai^ued, subject, of course, to a large number of qualifica- 
tions, that the economic welfare of a community of given size 
is likely to be greater (1) the larger is the volume of the 
naUqnal dividend, and (2) the larger is the absolute share of 
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that dividend that accrues to the poor. Part II. is devoted 
to a study of certain principal influences of a general kind by 
which the volume of the dividend is affected, and Part III. to 
a study of influences specifically connected with labour. In 
Part IV. the question is raised in what circumstances it is 
possible for the absolute share of the dividend accruing to 
the poor to be increased by causes which at the same time 
diminish the volume of the dividend as a whole; and the 
relation of disharmonies of this character, when they occur, 
to economic welfare is discussed. The two Parts contained 
in the first edition, which discussed respectively the Varia- 
bility of the National Dividend and Public Finance, are ’ 
omitted from this, as they were from the second edition. 
Their subject-matter is now treated more fully in my Industrial 
Fluctuations and A Study in PiMie Finance. 

I have done my best, by restricting as far as possible the 
use of technical terms, by relegating specially abstract discus- 
sions to Appendices, and by summarising the main drift of 
the ai^ument in an Analytical Table of Contents, to render 
what I have to say as little difficult as may be. But it would 
be idle to pretend that the book is other than a severe one. 
In part, no doubt, the severity is due to defects of exposition. 
But in part also it is due to the nature of the problems 
studied. It is sometimes imagined that economic questions 
can be adjudicated upon without special preparation. The 
“ plain man," who in physics and chemistry knows that he 
does not know, has still to attain in economics to that first 
antechamber of knowledge. In reality the subject is an 
exceedingly difficult one, and cannot, without being falsified, 
be made to appear easy. 

In publishing so comprehensive a book, I have had to &ce 
one somewhat special difficulty. Legislative and other changes 
both here and abroad are so numerous and rapid that some of 
the legal enactments and general conditions to which I have 
referred in the present tense are certain, by the time the book 
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is in the reader's hands, to have been superseded. 1 do not 
think, however, that the impossibility of being completely up 
to date in a world of continuous chsmge matters very greatly. 
For the illustrations I have used are not brought forward for 
their own sake. The service I ask of them is to throw light 
on principles, and that purpose can be performed as well by 
an arrangement or a fact that lapsed a year or two ago as by 
one that is still intact. 

I would add one word for any student beginning economic 
study who may be discouraged by the severity of the effort 
which the study, as he will find it exemplified here, seems to 
^require of him. The complicated analyses which economists 
endeavour to carry through are not mere gymnastic. They 
are instruments for the bettering of human life. The misery 
and squalor that surround us, the injurious luxury of some 
wealthy families, the terrible uncertainty overshadowing many 
families of the poor — ^these are evils too plain to be ignored. 
By the knowledge that our science seeks it is possible that 
they may be restrained. Out of the darkness light! To 
search for it is the task, to find it perhaps the prize, which 
the ** dismal science of Political Economy " olBers to those who 
face its discipline. 

A.O. P. 


Kino’s Collbok, 
Cambbioox, Novmh«r 1928. 


NOTE TO THE FOURTH EDITION (1932) 

The principal changes made in this edition affect Chapter IV. 
and Chapter VI. §§ 12-13 in Part I.; Chapter XL § 2 and 
Chapter XV. in Part IL ; and Chapter IX. §§ 2-3 and Chapter 
XIV. § 1 in Part IIL 
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NOTE TO EEPEINT (1952) 

The last revised edition of this book was published in 1932, oince * 
when there have been a number of reprints. As the book is still 
in demand, I should naturally have liked to undertake a thorough 
revision of it, taking account both of recent writings and of 
changes that have taken place in the facts and in the laws to 
which I have referred. But, apart from the fact that the printing 
has been stereotyped, that would have involved an amount of^ 
concentrated effort of which I am not now capable. Rather 
than a botched patchwork, it seems better to leave the body of 
the book as it is. There are, however, several matters on which 
I should like to emend or amplify what I have written and 
several more recent approaches to which I should like to refer. 

I have therefore added new Appendices (numbers IV to XI), 
mostly reproducing or based on articles written by me and 
relevant to the subject-matter of the book. Except in Appendices 
VIII and IX, I have not drawn on The Economics of 
Stationary States. Nor have I added an3d;hing about monetary 
analysis or the ideas associated with Keynes’s General Theory. 

In the main these relate to a terrain— covered to some extent in 
my Employment and Equilihrium—out&ide the scope of this book. 
Recent difficult discussions about utility and “ the new welfare 
economics ” are, of course, relevant ; but I have not felt com- 
petent to discuss them in their technical aspects, only in the 
“ plain man ” manner of Appendix XI. 

A. C. V. 


Sept. 1961 
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criminating monopoly of the third degree. In general, the former 
is the more advantageous to the national dividend ; but, as stated 
in the preceding chapter, circumstances may arise in ^ which the 
latter is the more advantageous. ^ 9-10. These circumstances, 
however, are less common than writers on railway economics 
usually suppose. § 11. Moreover, such benefit as the “ value of 
service principle ” is competent to bring about can often be attained 
more satisfactorily by means of a bounty. §12. The policy of 
permitting discriminating charges, subject to the condition that 
profits are prevented from rising above the normal, is discussed. 

1 18. Lastly, something is said of zone systems of railway tariffs. 


CHAPTER XIX 


PUKOHASEBS’ ASSOCIATIONS ••••*. 

§ 1. The preceding chapters have shown that, in many industries, 
neither simple competition, nor monopolistic competition, nor 
simple monopolv, nor discriminating monopoly will make the value 
of the mwginal social net product of resources invested in them 
equal to the value of the marginal social net product of resources in 
general. We have next to inquire whether this result can be secured 
by resort to the device of Purchasers’ Associations. § 2. The answer 
18 clearly in the aflirmative ; but no inference follows as to the 
effect on the national dividend, until the comT>arative advantaires 
m wpect of productive efficiency of Purchasers' Associations a^ 
oraiur^ (Minmercial businesses have been ascertained. |8. Not 
much light ^ be thrown on that matter by hiatorioal examples, 
j rf‘ P**™***®!* Associations have advantages in respect of pro* 

advertisement, are oKeptiorilW 
^ knowledge of the best methods of pr^nction 

amon|t their members, and have exceptionally small need of 
safe^ards against frand.^ These advantages hsve 
establishment over a considerable field. 
§ e. But for yanous reasons this field is limited, snd a studv of 
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nutter then might be expected from it at first sight. | 8. The 
problem is essentially the same in industries whose operation does, 
and in those whoso operation does not require resort to the right of 
eminent domain. | 4. The mere failure of private industry, when 
left free from public interfuence, to maximise the national aividend 
does not of itself warrant intervention ; for this imight make things 
worse, f 5. Certain modern developments have, however, rmdered 
governmental agencies better fitted for intervention than they were 
in former times. 


CHAPTER XXI 

PUBLIO OOMTROL OX MONOPOLY ...... 836 

S 1. This chapter is oonoerned with attempts by the State so to 
control private monopoly that supply shall be adjusted to demand, 
and the natioiul dividend shall, therefore, be as large as it would be 
under simple competition. § 2. The policy of muntaining aetuai 
competition by refusing to i^ow rival concerns to combine is dis> 
cussed. $ 8. A. second indirect method of control is embodied in 
the policy of maintaining potential competition. This is worked by 

S enalising the "clubbing” devices of cut-throat competition, or 
estruotive dumping, and of boycott fi§ 4-6. The nature and effect 
of these "clubbing^’ devices are explained. §6. In spite of many 
difiBonlties, it is probable that legislation directed against them, if 
carefully prepared, may, at all events, lessen the extent to which 
they are employed, g 7. But such legislation, even if successful in 
its immediate object, would not serve completely to maintain 
potential competition. § 8. The inadequacy of indirect methods of 
control makes it necessary to supplement them by direct methods, 
g 9. The policy of encouraging the formation — over against combina- 
tions of sellers— of oombinaaons of sailers also possessing mono- 
polistic powers, is discussed, g 10. And the policy of publicity. 

§ 11. Control over the terms of sals in monopolised industries 
involves a special complication where increasing, but not where 
decreasing supply price rules, g 12. Wat experience affords little 
guidance, g 18. Control may be either negative — forbidding 
“unreasonable” prices — or positive— establishing maximum prioes. 

§§ 14-16. The proolem of "sanctions” is discussed. % 16-20. And 
the very difficult problem of settling the basis in accordance with 
which the reasonaDleness of prioes shall be determined. §g 21-25. 
Several methods designed to prevent or limit errors on the pi^ of 
the price-regulating author^, including the device of sliding 
scales, are examineo. g 26. There is also, in old-established mono- 
polies, the difficulty that price limitation may disturb " legitimate 
expectations." g 27. Moreover, control is necessarily oumoersome 
and expensive. 


CHAPTER XXII 

Public Opxbation or Indvbtbixs . .... 881 

g§ 1-8. The difflenlty of satisfactory public control suggests that 
the national dividend mteht be iuaeased by tite public operation 
— whidi is not the same thing as the public ownership— of certain 
industries, provided that th» would not involve a serious loss of 
eocmomy in pndoetimi. 1 4. The expetienM of the war does not 
give much gnidaoM. | 6. The economic efficiency of public and of 
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joint-stock operation of industry cannot be successfully compared 
by reference to statistics. §§ 6-9. The public operation of industries 
may assume a number of different forms, and,^ from the point of 
view of technical efficiency, it need not be inferior to private 
operation— particularly controlled private operation. § 10. But, 
first, under public operation there is a danger that the operating 
authority may be tempted to maintain its enterprise by the use 
of unfair extra -commercial methods at the expense of rival 
enterprises capable of satisfying the same wants more cheaply. 
§ 11. Secondly, under public opration efficiency is likely to 
suffer through unwillingness to take risks and make exjieriments. 
§§ 12-13. Thirdly, efficiency is likely to suffer through the estab- 
lishment of units of management of an uneconomical size ; though, 
in industries where the normal state of things is monopolistic 
competition, public operation is, in this respect, superior to joint- 
stock operation. § 14. On the whole, apart from a few special 
exceptions, the proposal for public operation is a live one only where 
there is monopoly ; and here the case for it, as apinst that for 
public control, works out differently in different industries. § 16. 
When public operation is determinea upon for a concern hitherto in 

S rivate hands, the determination of a proper purchase price presents 
ifficulties. § 16. But, even when a heavy ransom has to be paid to 
vested interests, it may still be for the general good that a public 
authority should buy up a private monopoly, in order to stop 
artificial restriction of output. 


PART III 

THE NATIONAL DIVIDEND AND LABOUR 

CHAPTER I 


Indubteial Peace 

Industrial ^ace being obviously relevant to the magnitude of the 
national dividend, the machinery designed for mainmning it must 
be examined. 


CHAPTER II 

The Classification of Industkial Diffkkbnces • • . 

§§ 1-6. Various possible lines of classification are compared and 
discussed. 


CHAPTER III 

VoLUNTAiiy Arkanoements for Conciliation and Abbiteatiok . 

§ 1, The United Kingdom is the classical home of voluntary arrange- 
ments for dealing with differences about broad ffeneral qu6sti<ms. 
§ 2. A permanent organ of negotiation is more efwtive than od h^c 
meetin^js called specially to deal with differences as they arise. 
§§ 3-4. The constitution of this organ and methods of proemure are 
di^ussed. § 6. Agreements for conciliation alone are compared 
with agreements which also provide for arbitration in the last 
reso^ § 6. The dualities required in arbitrators, their zramber, 
and the best method of appointing them, are disenssed. W 7-B. Also 
^ referendum, and the question of monetaty 
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CHAPTER IV 


MOl 

UxDfATIOK 4S4 

§§ 1-5. In the event of a failure on the part of employers and work- 
people in an industry to reach amement, mediation may be usefhlly 
ufdertaken by eminent outeiderB, non-governmental Boards or 
governmental agencies. But care should m taken not to allow the 
existence of this machinery to check the development of direct 
voluntary arrangements between the parties. 


CHAPTER V 


CoEROivK IirrxRVKirTiON 439 

S 1. Coercive intervention may provide for disputants to enter a court 
of compulsory arbitration if both of them wish to do "so. § 2. Or 
for “extending ” agreements made between associations of employers 
and employed so as to make them binding on outside empl^ers and 
workpeople. § 3. Or it may follow the model of the Canadian 
Industriu Disputes Investigation Act. $ 4. Or it may take the 
form of compulsory arbitration as understood in Australasia. 


CHAPTER VI 

Ak Analttioai. Vibw of Indvst&iai. Pbaox . . . .451 

1 1. Disputes between associations of employers and employed are 
in some respects analogous to disputes between nations. § 2. Within 
limits the wage rate subject to a bargain between two organisationa 
is indeterminate. 8§ 3-11. The influences by which the rcmge 
indeterminaUne$$ and ttie range o/praetieable bargaina are determined 
are examined. § 12. The bearing of this study upon the prospects 
of industrial peace in various circumstances is explained. $ 18. And 
also its l^aring upon a common view of an arbitrator’s functions. 


CHAPTER VII 


Hotrss or Laboob ....... 463 

§ 1. In each several industry for each class of workers there is some 
length of working day, vaning with the oiroorastanoes of different 
oooupatioBs, the overstepping of which is disadvantageous to the 
national dividend. 1 3. There is evidenoe that in foot this limit 
tends to be passed. I 8. The way in which tide can and does 
happen is explahieA 1 4. The len^ of dav best for Ihe national 
dividend m^ be too long for economic welfare. I 6. There is a 
prima /aoU case for State intervention to {urevent nnd^ loim 
aouxs. 1 6. In this omuieetton the ftoblem of overtiine isdiscuased. 
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CHAPTER VIII 

rAOB 

Thb Methods of Industrial Remuneration . . • . 4781 

§ 1. Broadly smaking, the worker’s output will be lar|'er, and the 
national diviaond more advantaged, the more nearly his ramunera* 
tion is adjusted to services rendered. § 2. Adjustment is compli* 
cated by the fact that a man's services to his firm include more than 
his immediate physical output 8 Z. By the fact that cutout is 
liable to vary in quality as well as in quantity. $ 4. And^ by the 
fact that even quantity of output cannot, in some occupations, 
measured. § 6. Under time-wages some degree of adjustment is 
feasible. §§ 6-7. Under piece- wages adjustment could be made 
closer if it were not for the diflSculty created by the cutting " or 
‘‘nibbling" of rates. §§ 8-9. Premium bonus plans and piece-rate 
plans are compared. § 10. The difficulty of “cutting" and “nib- 
bling" may be dealt with by means of collective bargainmg. §§ 11-12. 

The task-wage system is discussed. § 13. The conclusion reached 
is that the interests of the national dividend will be best promoted 
under a system of piece - wage scales controlled by collective 
bargaining. 


CHAPTER IX 


The Distribution of Labour among Ocoufationb anp Places . 486 

§ 1. In general the national dividend is injured by causes that 
prevent labour being so distributed that the demand prices for and 
the wages of labour of any given grade are equal in different places 
and occupations. §§ 2-3. This is subject to an important qualifioa* 
tion. 6 The chief of the above causes are ignorance, costs of 
movement and restrictions imposed upon movement. 88 ^*6. The 
most fundamental way in which ignorance operates is by impairing 
the initial distribution of new generations of workpeople as they flow 
into industry. § 7. Ignorance also interferes with the correction 
of errors in the initial distribution of labour by subsequent move- 
ment. § 8. The extent to which it does this de^nos upon the 
form in which wage-contracts are made. 88 ^-10. The effects of 
“costs of movement" as an obstacle to adjustment are etudied. 

8 11. Including the peculiar element of cost involved in the geo- 
graphical unity of the family. § 12. The most important instance 
of restrictions imposed from without is afforded by the traditional 
and customary exmusion of women workers ^m certain occupations. 

8 18. The foregoing obstacles to what may be called the ideal dis- 
tnbution of labour may (1) crumble from within, (2) be pulled down 
at public cost, or (8) be leapt over. 8 14. When they crumble firom 
n^ional dividend is practically certain to be inoreaaed. 

8 15. When they are pulled down at public cost, there is a pre- 
sumption ^ will be diminished, but this presumption may be 
rebutted. 8 16. When they are leant over, the effect on the dividend 
18 bound to be beneficial if the onstaole is ignorance, but there is 
a presumption that it will be injurious if the Ostade is eoete* 
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CHAPTER X 


PAOl 

Emplotmsnt Exohakoxs « 512 

g 1. Workpeople are liable, not merely to be distributed badly 
between ditferent 0 inplo;ment 8 , but, sometimes, to be unemployed 
altogether. § 2. Their liability to this, and the loss of dividend 
associated with it, can be lessened by the development of Employ* 
ment Exchanges, g 8. And by the utilisation of them as centres of 
engagement gg 4-5. Some principal influences upon which the 
efficiency of these Exchanges depends are considered. 


CHAPTER XI 

UNEMPIiOTMBNT VERSUS SHORT TlME . , • , •519 

g 1. The analysis of the two preceding chapters is relevant to a com- 
parison of the three princiml ways open to employers of meeting 
periods of depression : nammy, (1) working full time and dismissing 
some of the staff ; (2) working full time and rotating employment 
amoM the whole staff ; (3) working short time with the whole staff, 
g 2. The causes determining the choice between the short-time plan 
and both the other two plans are considered, gg 3-4. Those deter- 
mining the choice between the dismissal plan and both the others, 
g 5. And those determining the choice between the rotation plan and 
both the others, g 6. The short-time plan and the dismissal plan 
are the most usual, g 7. Prima faae the dismissal plan seems 
certain to be the more injurious to the national dividend, because, 
through the unemployment it creates, it reacts adversely on the 
quality of the workpeople, g 8. But against the other method is to 
be set its tendency to prevent workpeople from moving to other jobs 
or places when the interests of the aiviaend require that they should 
do so. g 9. The suggestion that manual workers should be placed 
in the same position as the permanent salaried staff is disoussM* 


CHAPTER XII 

The PRAOTioABitirr of Ikterfer«no» to raise Wages • • 681 

g 1. The ** natural course of wages’* is understood to mean the 
system of wage rates that would prevail in the absence of interfer- 
ence on the part of some person or bodv of persona external to the 
workmen aim employers involved in the dwussion of them, g 2. 
Interference may be attempted by consumers’ assooiationB or by 
pvemmental authorities, g 8. In tome conditions interference can 
be baffled by undetected evasion ; but this cannot generally be done 
when workpeople are organised, g 4. Them are special opportunitiee 
for evasion when the r^ulating authority is only able to determine 
minimum day-rates for ^ordinary” workers, g 5. Where undeteoted 
evasion is not ptacticabl^ there are various sanctbne by which 
interfersnoe can be made effective. 
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CHAPTER XIII 


PAOI 

Methods of bnoaoino Labouk . . • • . . 541 1 

§ 1. Three methods, the casual method, the preference method, and 
the privileged class method, are distinguished. $ 2. Examples are 
given, g 3. The influences which favour the adoption of one or 
other of these methods are indicated, g 4. The relation between the 
casual method and short engagements is brought out. g 5. The 
suggestion that the State should intervene to enoourage oontinuitj 
of engagements is discussed. 


CHAPTER XIV 


Interference to raise Wages in Places and Occupations where 

THEY ARE UNFAIR 

g 1. Pair wages are defined, f 2. In the concrete several kinds 
of unfairness may be combined in a single unfair wtLge, but this 
complication may be ijB^nored in our analysis. § 3. Unfair wages 
may be distinguished into two broad classes, those which, though 
unfair, are equal to the value of the marginal net product of 
labour in the place or occupation to which they refer, and those 
which involve an element of exploitation and are less than the 
value of this marginal net product, g 4. As regards the former 
type, the effect which interference will produce on the magni* 
tuae of the national dividend is indepenoent of the reason loAy 
the general conditions of demand for labour at any point where 
wages are unfairly low are what they are, and depends exclusively 
on the nature of the cause by which the distribution of labour has 
been prevented from adjusting itself to those conditions, g 6. When 
wage rates^ are unfairly low because costs of movement prevent a 
redistribution of labour in ways that would make them fair, inter- 
ference will injure the national dividend, g 6. When wage rates 
are unfairly low, because ignorance prevents the desired remstribu- 
tion of labour, the effect of interference will be different In different 
circumstances, being dependent in part upon the methods of eiuniir- 
mg labour that prevail. 1 7. The way in which the latter tyro of 
wages distm«ui8h^ in § 8 (that, namely, in which the w^ 
IB 1(^ than the value of the workman’e margh]^ net product) la 

§8. It is eho^ that aterferenee 
^t^ againrt nn^ wagee of thia kind is likely, in general, to 
benefit the national dividend, g ». When the wage »tee of wSm 
workers, m any occnpationj while fair relatively to those of women 
ttnfmrly low relatively to those of men workexi 
relatively fa maSm wa atao ^ V * . make thein fisir 
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CHAPTER XV 

Moa 

FaIK WaoBS IK8IDK Pabtioit]:.ab Ikditstbibi . . . .672 

§ 1. Inside any indostrjr fair wages as between different mm en> 
gs^ on the sune class of job mean wages prorortionate to effioiency. 

I 2. Under time-wages more can be aocompliwed in this sense than 
is sometimes supposed. 1 8. Under piece-wages the difficulties are 
less, and sevenu allowances must be made, i 4. First, an allow- 
ance for differences in the assistance which different men reoeire in 
their work from machinery and nature. This allowance can be calcu- 
lated closely. §§ 6-6. Secondly, an allowance for differences in the 
exact character of the operation which different men perform. 
also, with the help of '‘elementary rate-fixing,” can be calculated 
closely. § 7. Thirmy, an allowance for differences in the assistance 
they receive from the co-operation of managing rawer. The calcula- 
tion of this is much more difficult ; but sometning can be done by 
the establishment, alongside of the piece-rate scale, of a minimum 
day wage. 


CHAPTER XVI 

Fairness as a Vabiablb Relation . . . , .686 

i 1. What is fair as between dissimilar persons of given character- 
istics depends not only on what those characteristics are, but also on 
the surrounding circumstances. (S 2-8. This is worked out as re^rds 
persons possessing different degrees of the same kind of abuity. 

§ 4. And as between persons possessing different kinds of ability, 
i 5. The practical significance of this analysis is illustrated. 


CHAPTER XVII 

InTEBFBBBNCX to BA18B WaOES IN PLACBS ANP OOOPPATIONB WHBBB 

THBT ABB ALBSADY YAIB . . . . .691 

8§ 1-2. Interference to raise warn that are already fw may benefit 
the national dividend if, as a reemt of it, employers are stimmated to 
improve their organisation and technique. §§ 8-4. General movements 
may occur of a kind that would make a change in all vnM rates 
advantageous for the national dividend ; and that, there^, the 
existence of fiumess in a wage rate cannot he regarded as a con- 
clusive reason against cluuige. 1 6. This consideiation is especially 
important when general prices have been suddenly a^ largely 
altered by currency changes i but there an sereral distinctions to 
be borne in mini. § 6. It is sometimes claimed that, even when 
the wages in an industry an &ir, they should, nevertheless, always 
be forced up if they wre lees than “living wages.” This 

claim is exantiaedin detail : and the genend conclusion is reached 
that to act on it effsotivciy would iqjan the national divideiid. 

1 11. The cystem of *' fiunily wages ” is discussed. 



XXVI 


THE ECONOMICS OF WELFARE 


CHAPTER XVIII 

PAOI 

Waox Rates and Capacity ...•*• 607 

§ 1. Where workpeople are highly incapable, and, therefore, in 
receipt of very low wages, it appears prima fadt probable that the 
national dividend might be mdirectljr advantaged by forcing up 
wages above what previous considerations suggest ; because higher 
wages might improve capacity. § 2. Not much light can be thrown^ 
on this matter by statistical comparisons. § 8. When low wages are 
due to exploitation, the forcing up of wages will not cause the work- 
people affected to lose their jobs, and so there is full scope for 
reactions on capacity. § 4. Apart from exploitation, the prospect 
of these reactions is most favourable in occupations where the 
demand for labour is inelastic. § 6. Where interference with wages 
other than exploited wages is warranted by its reactions on capacity, 
it is essentially a temporary interference. 


CHAPTER XIX 

A National Minimum Time-Wage . . . • . 618 

§ 1. In this chapter we have to consider the effects of establishing 
by law a national minimum time-wage, g 2. This, being of general 
application throughout the country, could not be evaded % any 
redistribution of workpeople of different qualities among occupations, 
g 3. It would, incidentally, prevent a certain amount of exploitation, 
and would so far do good, g 4. But its main consequence would be 
to drive a number or low-grade workpeople out of private industry 
altogether, g 5. If the State took no further action in regard to 
these people, the dividend would be certain to suffer ; and, even if 
it undertook to organise training for them, the driving out of old 
and incapacitated people who are past training would stQl be an eviL 


CHAPTER XX 

Fixed and Fluctuating Wage Bates . . • • .619 

g 1. It remains to examine the comparative effects on the national 
di^dend of wage rates fixed by a rigid settlemen# and wage rates 
fluctuating on both sides of a standard set up by the settlement in 
accordance with temporary changes of oircumstonce. g 2. Wage 
rates fluctuating (or plastic) in response to temporary changes of 
demand can be shown to be di/redly more advantageous to the 
national dividend than fixed wage rates, g 8. And the result of a 
comparison of the direct effects is rarely upset when the indirect 
effects also are taken into account, g 4. But for practical reasons 
wage changes cannot be operated at intervals of less than two or 
three months, gg 6-9. When the elasticities of the demand and 
supply of labour in any occupation are given, the wage fluctuation 
appropriate to any given fluctuation of the demand schedule is 
larger, the larger h the fluctuation of that schedule. The practical 
Implications of this proposition are drawn out ; and the oonsequences 
of the practice of making for stock are indicated, gg IML When 
the demand schedule for labour in any occupation fluctuates in a 
given manner, the wage fluctuation appropriate to that fluctuation 
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is smaller the more elastic is the supply of labour in the oeoupatioiL 
The practical implications of this proposition are drawn out. § 12. 
Automatic machinery for making a^ustments to fluctuations in the 
demand for labour is provided by slidfin^ scales. {§ 18-lfl. A detailed 
study is made of the various forms which these may assume and of 
the problems connected with them. S 19. When relations between 
the parties are suffloientiv ^ood, better results may be obtained by 
arrangements under whicn joint-oommittees adjust wages at two- or 
three-monthly intervals, not merely in accordance with a mechanical 
ifldex, but also with a view to other factors of which this may 
fail to take account. 


PAET IV 

THE DISTRIBUTION OF THE NATIONAL DIVIDEND 


CHAPTER I 

The General Problem of Disharmony . • • .645 

The purpose of this Part is to inquire whether any im^Mirtant causes 
can be distinguished which affect in different senses the size of 
the national dividend as a whole and the size of that part of it 
which accrues to the poor; and to study the practical problems 
which the existence of such causes suggests. 


CHAPTER II 


Pareto's Law 647 

§ 1. Certain statistical investigations conducted by Pareto seem, at 
first sight, to show that the magnitude and distribution of the 
dividend are ri^ndly bound together, in such wise that it is impossible 
for the dividend as a whole and the real income of the poor to move 
otherwise than in the same direction. 9 ^ But the statistics set 
out are not adequate to sunport this conclusion. Si are its 

logical foundations sound. 8 The possible openings for dis- 
harmony must, therefore, be studied in detaiL 


CHAPTER III 

The Supflt of Capital and Labour • • . . .656 

8 1. The distribution of income among people is anal^rtioally quite 
distinct ftom the distribution among factors of production discussed 
iu economic text-books. Nevertheless no great error is introduced 
if we identil^ the income of the noorer classes witii the receipts ftom 
wages of the factor labour. 8| 1-6. In an elaborate disousnon it is 
shown that a cause operating to increase the national dividend by 
increasing the supply of capml cannot, in present conditions, at the 
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same time dimimsh the real income of labour. S A cause fudlitat- 
ing the investment of capital abroad may act disoordantly from tire 
standpoint of a short period, though hardly from that of a i^pg 
period. § 8. On the basis of a proof that the demand for labonr in 
general in any one county is likely to be highly elastic, it is shown 
that a cause operating to increase the national dividend by 
the supply of labour cannot at the same time dimiinaVi the red 
income of labour. § 9. A complicating side-issue is examined. 
§ 10. And some practical implications of the results attained are 
noticed. 


CHAPTER IV 


Inventions and Ihpkovehents 

§ 1. The problem of this chapter is to determine in what, if any, 
conditions, an invention or improvement, which increases the 
aggregate dividend, will diminish the absolute share of labour. § 2. 
^is problem is not settled by determining whether an invention 
increases or decreases employment in the industry in which it is 
made. § 3. Its solution turns on the eovnparotivt vroportiont in 
which the quantities of labour and capital respectively available in 
occupations outside the one to which the invention applies are 
affec^. §§ 4-6. An analysis on this basis is carried out m detail. 
§ 7. The conclusion is reached that an invention that benefits the 
national dividend may at the same time lessen the real income of the 
poor ; but that this is a very improbable contingency. 


CHAPTER V 


The Manipulation op Wages 

§ 1. It is next required to determine in what, if any, conditions the 
foreing-up of the wage rate of a group of workpeople will at the 
wme time iiyure the national dividend and increase the real inoome 
^ X 8 2. The partionlar workpeople directly 

purchasers of the omnmodity 
^ benefi^ if the demand for their labour has an 
! The influences which determine this 

^ different circumstances are examined. $ 4. The whole 
^ purchasers of the commodity, 

iSkiLiTe irf/ ‘‘V the labour of the particffi 

workpeople has an elasticity less than unity. 8 6. Since in fact. 

vivEt « J ’WA, * net gain is not, primX/aeit, 

very origjit, § 6. Moreover, when account in taken of the onmuiAtivI 
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CHAPTER VI 

fAOl 

Batxokiko . 694 

§ 1, Primafaeie the policy of rationing discussed in Chapter XIIL 
of Part 11. may produce disharmony, it has to be asked whether 
in fact it can do so. S 2. In the Great War rationing benefited dis- 
tribution without damaging production. §§ 3-5. In normal times 
rAtionii^, so arranged as to check the consumption of rich people, 
would, if applied to commodities of decreasing supply price, lessen 
both the aggregate national dividend and the share accruing to the 
poor. § 6. If applied within suitable limits to commodities of in- 
creasing supply price from the standpoint of the community, it would 
increase both these things ; whereas, if pressed beyond these limits, 
it would iniure the dividend while benefiting the poor, thus in- 
volving disharmony. § 7. The possibility of net social advantage 
from rationing, brought out in the course of this chapter, must 
not be taken, in view of the friction and administrative difficulties 
involved, to prove that it is on the whole desirable. 


CHAPTER VII 


SuBsiDisa TO Wagbs 699 

1 1. In a community where wage-rates are everywhere adjusted to 
the conditions of demand and supply there is little to be said for a 
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CHAPTEK I 

WELFARE AND ECONOMIC WELFARE 

§ 1. When a man seta out upon any course of inquiry, the 
object of his search may be either light or fruit — either know- 
ledge for its own sake or knowledge for the sake of good things 
to which it leads. In various fields of study these two ideals 
play parts of varying importance. In the appeal made to our 
interest by nearly all the great modem sciences some stress 
is laid both upon the light-bearing and upon the fruit-bear- 
ing quality, but the proportions of the blend are different 
in different sciences. At one end of the scale stands the 
most general science of all, metaphysics, the science of 
reality. Of the student of that science it is, indeed, true 
that “ he yet may bring some worthy thing for waiting souls 
to see”; but it must be light alone, it can hardly be fruit 
that he brings. Most nearly akin to the metaphysician is the 
student of the ultimate problems of physics. The corpuscular 
theory of matter is, hitherto, a bearer of light alone. Here, 
however, the other aspect is present in promise; for specu- 
lations about the structure of the atom may lead one day 
to the discovery of practical means for dissociating matter 
and for rendering available to human use the overwhelming 
resources of intra-atomic energy. In the science of biology 
the fruit-bearing aspect is more prominent. Beceut studies 
upon heredity have, indeed, the highest theoretical interest; 
hut no one can reflect upon that without at the same time 
reflecting upon the striking practical results to which they 
have already led in the culture of wheat, and upon the 
far-reaching, if hesitating, promise that th^ are beginning 

s 
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to offer for the better culture of mankind. In the sciences 
whose subject-matter is man as an individual there is the 
same variation of blending as in the natural sciences proper! 
In psychology the theoretic interest is dominant — particularly! 
on that side of it which gives data to metaphysics; but^ 
psychology is also valued in some measure as a basis for 
the practical art of education. In human physiology, on the 
other hand, the theoretic interest, though present, is sub- 
ordinate, and the science has long been valued mainly as 
a basis for the art of medicine. Last of all we come to those 
sciences that deal, not with individual men, but with groups 
of men ; that body of infant sciences which some writers 
call sociology. Light on the laws that lie behind develop- 
ment in history, even light upon particular facts, has, in 
the opinion of man^, high value for its own sake. But 
there will, I think, be general agreement that in the sciences 
of human society, be their appeal as bearers of light never 
so high, it is the promise of fruit and not of light that 
chiefly merits our regard. There is a celebrated, if somewhat 
too strenuous, passage in Macaulay’s Essay on History ; “ No 
past event has any intrinsic importance. The knowledge 
of it is valuable, only as it leads us to form just calculations 
with regard to the future. A history which does not serve 
this purpose, though it may be filled with battles, treaties 
and commotions, is as useless as the series of turnpike 
tickets collected by Sir Matthew Mite.” That paradox is 

partly true. If it were not for the hope that a scientific 

study of men’s social actions may lead, not necessarily 

directly or immediately, but at some time and in some 
way, to practical results in social improvement, not a 
few students of these actions would regard the time devoted 
to their study as time misspent. That is true of all 
social sciences, but especially true of economics. For 

economics “is a study of mankind in the ordinaiy business 
of life ” ; and it is not in the ordinary business of life that 
mankind is most interesting or inspiring. One who desired 
knowledge of man apart from the fruits of knowledge would 
seek it in the history of religious enthusiasm, of martyrdom, 
or of love ; he would not seek it in the market-place. When 
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we elect to watch the play of human motives that are 
ordinary — that are sometimes mean and dismal and ignoble 
— our impulse is not the philosopher’s impulse, knowledge 
for the sake of knowledge, but rather the physiologist’s, 
knowledge for the healing that knowledge may help to 
bring. Wonder, Carlyle declared, is the beginning of philo- 
sophy. It is not wonder, hut rather the social enthusiasm 
which revolts from the sordidness of mean streets and the 
joylessness of withered lives, that is the begiuning of economic 
science. Here, if in no other field, Comte’s great phrase 
holds good: “It is for the heart to suggest our problems; 
it is for the intellect to solve them. . . . The only position 
for which the intellect is primarily adapted is to be the servant 
of the social sympathies.” 

§ 2. If this conception of the motive behind economic 
study is accepted, it follows that the type of science that 
the economist will endeavour to develop must be one adapted 
to form the basis of an art. It will not, indeed, itself be 
an art, or directly enunciate precepts of government. It is 
a positive science of what is and tends to be, not a normative 
science of what ought to be. Nor will it limit itself to 
those fields of positive scientific inquiry which have an 
obvious relevance to immediate practical problems. This course 
would hamper thorough investigation and shut out inquiries 
that might ultimately bear fruit. For, as has been well said, 
“in our most theoretical moods we may be nearest to our 
most practical applications.” ^ But, though wholly independent 
in its tactics and its strategy, it will be guided in general 
direction by practical interest This decides its choice of 
essential form. For there are two main types of positive 
science. On the one side are the sciences of formal logic 
and pure mathematics, whose function it is to discover 
implicaiiom. On the other side are the realistic sciences, 
such as physics, chemistry and biology, which are con- 
cerned with s actualitiea The distinction is drawn out in 
Mr. Russo’s Fn^plea of Mathematics, “Since the growthi 
of non -Euclidean Oeometry, it has appeared that pure 
mathematics has no concern with tiie question whether tibe 
* Whitehead, IiUroduetim to Mathomatieo, p. 100. 
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axioms and propositions of Euclid hold of actual space or 
not: this is a question for realistic mathematics, to be 
decided, so far as any decision is possible, by experiment 
and observation. What pure mathematics asserts is mereW 
that the Euclidean propositions follow from the Euclideai^ 
axioms, i.e, it asserts an implication : any space which 
has such and such properties has also such and such other 
properties. Thus, as dealt with in pure mathematics, the 
Euclidean and non-Euclidean Geometries are equally true: 
in each nothing is affirmed except implications. All pro- 
positions as to what actually exists, like the space we live in, 
belong to experimental or empirical science, not to mathe- 
matics.”^ This distinction is applicable to the field of 
economic investigation. It is open to us to construct an 
economic science either of the pure type represented by pure 
mathematics or of the realistic type represented by experimental 
physics. Pure economics in this sense — an unaccustomed sense, 
no doubt — ^would study equilibria and disturbances of equilibria 
among groups of persons actuated by any set of motives x. 
Under it, among innumerable other subdivisions, would be 
included at once an Adam-Smithian political economy, in 
which X is given the value of the motives assigned to the 
economic man — or to the normal man — and a non-Ac^m- 
Smithian political economy, corresponding to the geometry 
of Lobatschewsky, under which x consists of love of work 
and hatred of earnings. For pure economics both these 
political economies would be equally true; it would not 
be relevant to inquire what the value of x is among the 
actual men who are living in the world now. Contrasted with 
this pure science stands realistic economics, the interest 
of which is concentrated upon the world known in experience, 
and in nowise extends to the commercial doings of a 
community of angels. Now, if our end is practice, it is 
obvious that a political economy that did so extend would 
be for us merely an amusing toy. Hence it must be the 
realistic, and not the pure, type of science that constitutes the 
object of our search. We shall endeavour to elucidate, not any 

* Prineiflet qf Maikematies, p. 6. I have tubstitatad ndUdk for Mr. 
Rassell s word aj^Utd in this paasage. 
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generalised system of possible worlds, but the actual world 
of men and women as tiiey are found in experience to be. 

§ 3. But, if it is plain that a science of the pure type will 
not serve our purpose, it is equally plain that realism, in the 
sense of a mere descriptive catalogue of observed facts, will 
not serve it either. Infinite narration by itself can never 
enable forecasts to be made, and it is, of course, capacity to 
make forecasts that practice requires. Before this capacity 
can be obtained facts must be passed upon by reason. Besides 
the brute facts, there must be what Browning calls, “ something 
of mine, which, mixed up with the mass, made it bear hammer 
and be firm to fila” It is just the presence of this mnething 
which is essential to a realistic science as distinguished &om 
mere description. In realistic science facts are not simply 
brought together ; they are compelled by thought to speak. As 
M. Poincar4 well writes : " Science is built up of facts as a 
house is built of stones ; but an accumulation of facts is no 
more a science than a heap of stones is a house.” ^ Astrono* 
mical physics is not merely a catalogue of the positions which 
certain stars have been observed to occupy on various occasiona 
Biology is not merely a list of the results of a number of 
experiments in breeding. Rather, every science, through 
examination and cross-examination of the particular facts 
which it is able to ascertain, seeks to discover the general 
laws of whose operation these particular facts are instances. 
The motions of the heavenly bodies are exhibited in the light 
of the laws of Newton ; the breeding of the blue Andalusian 
fowl in the light of that of Mendel. These laws, furtiiermore, 
are not merely summaries of the observed facts re-stated in a 
shorthand form. They are gen&ralisations, and, as such, extend 
our knowledge to facts that have not been observed, maybe, 
that have not as yet even occurred. On what philosophicid 
basis generalisations of this sort rest we are not here concerned 
to inquire. It is enough that in every realistic science they 
are made. As Mr. Whetham, speaking of physics, puts it, any 
such science " seeks to establish general rules which describe 
the sequence of phenomena in all cases.*’* It is only by 

* Science ami Bypotktei*, p. 141. 

* KeeeiA Deetto pm enie 4m Phyeieal Sdenee, p. 80. The iteliw are tniiM. 
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r6fer6nc6 to thoso gonorftl rulos thftt tho forooftsts, which 
pr&ctic6 needs, ere rendered possible. It is in their fundft~ 
mental aspect as an oiganon of laws, and not in their 
ficial aspect as a description of facts, that the realistic soiencesi 
have bearing upon the conduct of affairs. The establishment^ 
of such an organon adapted and ready for application to ' 
particular problems is the ideal at which they aim. 

§ 4. To say tliis without saying something more would, 
however, be very misleading. It is not pretended that, at 
the present stage of its development, economic science is able 
to provide an organon even remotely approaching to what it 
imagines for itself as its ideal Full guidance for practice 
requires, to borrow Marshall’s phrase, capacity to carry out 
qmntitative, not merely qualitative, analysis. " Qualitative 
analysis tells the ironmaster that there is some sulphur in his 
ore, but it does not enable him to decide whether it is worth 
while to smelt the ore at all, and, if it is, then by what process. 
For that purpose he needs quantitative analysis, which will 
tell him haw much sulphur there is in the ore.” ^ Capacity to 
provide information of this kind economic science at present 
almost entirely lacks. Before the application of general laws 
to particular problems can yield quantitative results, these 
laws themselves must be susceptible of quantitative statement. 
The law is the major premiss and the particular facts of any 
problem the minor. When the statement of the law lacks 
precision, the conclusion must generally suffer from the same 
defect; and, unfortunately, the task of setting out economic 
laws in precise form has scarcely been begun. For this there are 
three reasons. First, the relations which have to be determined 
are extremely numerous. In physics the fundamental thing, the 
gravitation constant, expressing the relation between distance 
and attractive force, is the same for aU sorts of matter. But 
the fundamental things in the economic world — the schedules 
expressing the desires or aversions of groups of people for 
different sorts of commodities and services — are not thus 
simple and unifom. We are in the position in which the 
physicist would be if tin attracted iron in the inverse ratio of 
the cube of its distance, lead in that of the square of its 
* Mftrshall, JTAe Old Oeneraiion of EaaumuiU and thi Nma, p. 11. 
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distance, and copper in some other ratio. We cannot say, 
as he can of his attractions, that the amotmt offered or 
required of every several commodity is one and the same 
specified function of the price. All that we can say in 
this general way is that it is some one of a specified large 
family of functions of the price. Hence, in economics there 
is not, as in dynamics, one fundamental law of general 
application, but a great number of laws, all expressible, as it 
were, in equations of similar form but with different constants. 
On account of this multiplicity, the determination of those 
constants, or to put the matter broadly, the measurement of 
the elasticities of demand and supply of the various com- 
modities in which economics is interested, is a very large task. 
Secondly, this task is one in attacking which the principal 
weapon employed by other sciences in their inquiries cannot 
be fully used. “Theory,” said Leonardo da Vinci, “is the 
general ; experiments are the soldiers.” Economic science has 
already well-trained generals, but, because of the nature of the 
material in which it works, the soldiers are hard to obtain. 
“The surgeon dissects a dead body before he operates on a 
living one, and operates upon an animal before he operates upon 
a human being; the mechanic makes a working model and 
tests it before he builds the fnU-sized machine. Every step 
is, whenever possible, tested by experiment in these matters 
before risks are run. In this way the unknown is robbed of 
most of its terrora” ^ In economics, for the simple reason that 
its subject -matter is living and free men, direct experiment under 
conditions adequately controlled is hardly ever feasible. But 
there is a third and even more serious difficulty. Even if the con- 
stants which economists wish to determine were less numerous, 
and the method of experiment more accessible, we should still be 
faced with the fact that the constants themsdves are different 
at different times. The gravitation constant is the same always. 
But the economic constants — these elasticities of demand and 
supply — depending, as they do, upon human consciousness, 
are liable to vary. The constitution of the atom, as it were, 
and not merdiy its position, changes under the influence 
of environment. Thus the real ii^jury done to Ireland by 

* lionl Hugh OmU, (knmvtOiimn, {>. 18. 



W.l 


10 economics of welfaee 

the earlier English administration of that country was not the 
destruction of specific industries or even the sweeping of its 
commerce from the seas. “ The real grievance Ues in the facf 
that something had been taken from our industrial characte^ 
which could not be remedied by the mere removal of thei 
restrictions. Not only had the tree been stripped, but the 
roots had been destroyed.” ^ This malleability in the actual 
substance with which economic study deals means that the 
goal sought is itself perpetually shifting, so that, even if it 
were possible by experiment exactly to determine the values of 
the economic constants to-day, we could not say with confidence 
that this determination would hold good also of to-morrow. 
Hence the inevitable shortcomings of our science. We can, 
indeed, by a careful study of all relevant facts, learn something 
about the elasticities of demand and supply for a good number 
of things, but we cannot ascertain their magnitude with any 
degree of exactness. In other words, our fundamental laws, 
and, therefore, inferences from these laws in particular conditions, 
cannot at present be thrown into any quantitatively precise 
form. The result is that, when, as often happens, a practical 
issue turns upon the balancing of opposing considerations, even 
though these considerations are wholly economic, economic 
science must almost always speak with an uncertain voice. 

§ 6. The preceding paragraph has been somewhat of a 
digression. It has now to be added that, just as the 
motive and purpose of our inquiry govern its form, so 
also they control its scope. The goal sought is to make 
more easy practical measures to promote welfare — practical 
measures which statesmen may build upon the work of the 
economist, just as Marconi, the inventor, built upon the 
discoveries of Hertz. Welfare, however, is a thing of Very 
wide range. There is no need here to enter upon a general 
discussion of its content. It will be sufficient to lay down 
more or less dogmatically two propositions; first, that the 
elements of welfare are states of consciousness and, perha|w, 
their relations ; secondly, that welfare can be brought under 
the category of greater and less. A general investigation of all 
the groups of causes by which welfare thus conceived may be 

* Plunkett, Ireland in the New Century, p. 19. 
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affected would constitute a task so enormous and complicated 
as to be quite impracticable. It is, therefore, necessary to 
limit our subject-matter. In doing this we are naturally 
attracted towards that portion of the field in which the 
methods of science seem likely to work at best advantage 
This they can clearly do when there is present something 
measurable, on which analytical machinery can get a firm grip. 
The one obvious instnxment of measurement available in social 
life is money. Hence, tlie range of our inquiry becomes 
restricted to that part of social welfare that can be brought 
directly or indirectly into relation with the measuring-rod of 
money. This part of welfare may be called economic welfare. 
It is not, indeed, possible to separate it in any rigid way from 
other parts, for the part which can be brought into relation 
with a money measure will be different according as we metin 
by can, “ can easily ” or " can with mild straining ” or " can 
with violent straining.” The outline of our territory is, there- 
fore, necessarily vague. Professor Cannan has well observed : 
“We must face, and face boldly, the fact that there is no 
precise line between economic and non-economic satisfactions, 
and, therefore, the province of economics cannot be marked 
out by a row of posts or a fence, like a political territory or a 
landed property. We can proceed from the undoubtedly 
economic at one end of the scale to the undoubtedly non- 
economic at the other end without finding anywhere a fence 
to climb or a ditch to cross.” ^ Nevertheless, though no 
precise boundary between economic and non-economic welfare 
exists, yet the test of accessibility to a money measure serves 
well enough to set up a rough distinction. Economic welfare, 
as loosely defined by this test, is the subject-matter of economic 
science. The purpose of this volume is to study certain 
important groups of causes that affect economic welfare in 
actual modem societies. 

§ 6. At first glance this programme, if somewhat ambitious, 
appears, at all events, a legitimate one. But reflection soon 
shows that the proposal to treat in isolation the causes 
affecting one part of welfare only is open to a serious 
objection. Our iilti mate interest is, of course, in the effects 

> WtaUh, pp. 17-18. 
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which the various causes investigated are likely to have 
upon welfare as a whole. But there is no guarantee that 
the efifects produced on the part of welfare that can be ; 
brought into relation with the measuring-rod of tnoney :, 
may not be cancelled by effects of a contrary kind brought | 
about in other parts, or aspects, of welfare; and, if this 
happens, the practical usefulness of our conclusions is wholly 
destroyed. The difficulty, it must be carefully observed, is 
not that, since economic welfare is only a part of welfare 
as a whole, welfare will often change while economic 
welfare remains the same, so that a given change in 
economic welfare will seldom synchronise with an equal 
change in welfare as a whole. AU that this means is that 
economic welfare will not serve for a haromMer or index of 
total welfare. But that, for our purpose, is of no importance. 
What we wish to learn is, not how large welfare is, or 
has been, but how its magnitude would be affected by the 
introduction of causes which it is in the power of statesmen 
or private persons to call into being. The failure of economic 
welfare to serve as an index of total welfare is no evidence that 
the study of it will fail to afford this latter information: 
for, though a whole may consist of many varying parts, so 
that a change in one part never meamree the change in 
the whole, yet the change in the part may always affed 
the change in the whole by its full amount If this 
condition is satisfied, the practical importance of economic 
study is fully established. It will not, indeed, tell us how 
total welfare, after the introduction of an economic cause, will 
differ from what it was before ; but it will tell us how total 
welfare will differ from what it would have been if that 
cause had not been introduced : and this, and not the other, 
is the information of which we are in search. The real 
objection then is, not that economic welfare is a bad index 
of total welfare, but that an economic cause may affect non- 
economic welfare in ways that cancel its effect on economic 
welfare. This objection requires careful consideration. 

§1. One very important aspect of it is as follows. Human 
beings are both “ends in themselves** a nd instrummits of 
production. On the one hand, a man who is attuned to 



OB. I WELFARE AND ECONOMIC WELFARE 


13 


the beautiful in nature or in art, whose character is simple 
and sincere, whose passions are controlled and sympathies 
developed, is in himself an important element in the ethical 
value of the world ; the way in which he feels and thinks 
actually constitutes a part of welfare. On the other hand 
a man who can perform complicated industrial operations, 
sift difficult evidence, or advance some branch of practical 
activity, is an instrument well fitted to produce thii^ whose 
use yields welfare. The welfare to which the former of 
these men contributes directly is non -economic ; that to 
which the latter contributes indirectly is economic. The 
fact we have to face is that, in some measure, it is open to 
the community to choose between these two sorts of men, 
and that, by concentrating its effort upon the economic welfare 
embodied in the second, it may unconsciously sacrifice the 
non-ecouomic welfare embodied in the first. The point is 
easy of illustration. The weak and disjointed Germany of 
a century ago was the home of Goethe and Schiller, Kant 
and Fichte. “We know what the old Germany gave the 
world,” says Mr. Dawson in a book published several years 
before the war, “ and for that gift the world will ever be 
grateful ; we do not know what modern Germany, the 
Germany of the overflowing barns and the full argosies, has to 
offer, beyond its materialistic science and its merchandise. . . . 
The German systems of education, which are incomparable 
so far as their purpose is the production of scholars and 
teachers, or of officials and functionaries, to move the cranks, 
turn the screws, gear the pulleys, and oil the wheels of the 
complicated national machine, are far from being equally 
successful in the making of character or individuality.” ^ In 
short, the attention of the German people was so con- 
centrated on the idea of learning to do that they did not 
care, as in former times, for learning to It, Nor does Germany 
stand alone before this charge; as witness the following 
description of modem England written by an Englishman from 
the standpoint of an Oriental spectator. “ By your works 
you may be known. Your triumphs in the mechanical arts 
we the obverse of your failure in all that calls for spiritual 
^ Tht JSMutim Modtm It-ll. 



14 


ECONOMICS OF WELFARE 


rr. I 


insight Machines of every kind you can make and use to 
perfection ; but you cannot build a house, or write a poem, or 
paint a picture; still less can you worship or aspire. . . 
Your outer man as well as your inner is dead ; you are blind 
and deaf. Ratiocination has taken the place of perception ; 
and your whole life is an infinite syllogism from premises you 
have not examined to conclusions you have not anticipated 
or willed. Everywhere means, nowhere an end. Society a 
huge engine and that engine itself out of gear. Such is the 
picture your civilisation presents to my imagination.” * There 
is, of course, exaggeration in this indictment ; but there is also 
trath. At all events it brings out vividly the point which is 
here at issue ; that efforts devoted to the production of people 
who are good instruments may involve a failure to produce 
people who are good men. 

§ 8. The possibility of conflict between the effects of economic 
causes upon economic welfare and upon welfare in general, which 
these considerations emphasise, is easily explained. The only 
aspects of conscious life which can, as a rule, be brought into 
relation with a money measure, and which, therefore, fall 
within economic welfare, are a certain limited group of satis- 
factions and dissatisfactions. But conscious life is a complex 
of many elements, and includes, not only these satisfactions 
and dissatisfactions, but also other satisfactions and dis* 
satisfactions, and, along with them, cognitions, emotions and 
desires. Environmental causes operating to change economic 
satisfactions may, therefore, either in the same act or as a 
consequence of it, alter some of these other elements. The 
ways in which they do this may be distinguished, for purposes 
of illustration, into two principal groupa 

First, non-economic welfare is liable to be modified by the 
manner in which income is earned. For the surroundings of 
work react upon the quality of life. Ethical quality is affected 
by the occupations — menial service, agricultural labour, artistic 
creation, independent as against subordinate economic pomtionB,* 

* DiokiMon, I^Urs qf John Ckinamcm, pp. 26-6. 

* Thna it is ini]>ortaDt to notice that mnohinerj, m it oomw to bs mow 
elaponte and expensive, makea it, pro tanto, more difficult for email men, alike 
m mduetry and agriculture, to start independent buainesaee of tb^ own. Of. 
Quaintance, Farm ifadvintry, p. 68. 
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monotonous repetition of the same operation/ and so on — ^into 
\7hich the desires of consumers impel the people who work to 
satisfy them. It is affected, too, by the influence which these 
people exert on others with whom they may he brought into 
personal contact. The social aspect of Chinese labour in the 
Transvaal and of the attempt by Australian pastoralists to 
maintain the convict system, as a source of labour supply,* 
had relevance to welfare. So, too, have the unity of interest 
and occupation which characterise the farm family as dis- 
tinguished from the town-dwelling family.® In the Indian 
village "the collaboration of the family members not only 
economises expenses, but sweetens labour. Culture and 
refinement come easily to the artisan through bis work amidst 
his kith and kin.” * Thus the industrial revolution, when it 
led the cottager from his home into the factory, had an effect 
on other things besides production. In like manner, increased 
eCBciency in output was not the only result which the 
agricultural revolution, with its enclosures and large-scale 
farming, brought about. There was also a social change in 
the destruction of the old yeoman class. The human relations 
that arise out of industrial relations are also relevant. In the 
great co-operative movement, for example, there is a non- 
economic side at least as important as the economic. Whereas 
in the organisation of ordinary competitive industry opposi- 
tion of interest, both as between competing sellers and as 
between sellers and buyers, necessarily stands in the fore- 
front, and results at times in trickery and a sense of mutual 
suspicion, in a co-operative organisation unity of interest 

^ Munsterberg writes “ that the feeliBg of monotony depends mnoh less upon 
the particular kind of work than upon the speoial disposition of the indifidnal ** 
{Psychology mid Industrial .Efficiency, p. 198). But, of course, the dhicnl cffcd 
of monotony must be distinguished from the unpleasantness of it. Marshall 
maintains that monotony of life is the important thing, and argues that yariety 
of life is compatible with monotony of occupation, in so &r as machines take 
over straining forms of work, with the result that ** nervous force is not y^ 
much exhausted by the oi^ary work of a factory ** {PHnmffles of Eeonmia, 
p. 268). Obviously much turns here on the length of the working day. 
Smart held that “the work of the majority is not only toilsome, monotonous, 
undeveloping, ^t takes tip the better part of the day, and leaves little eneigy 
for other pursuits’* (Second ThmghUqf cm Ikmomid, p. 107). 

* Of. V. S. Cnark, Ldbowr Movement in AusircMa, p. 88^ 

• Of. Prooeedings cf iM Americm Mconomie AssocMicn, vbl x. pp. 284"S» 

^ Of. Mukerjee, The PomdaiUme ^ /niton Mkonomies, |u 886. 
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is paramount. This circumstance has its influence on the 
general tone of life. “ As a member of a society with interests 
in common with others, the individual consciously and un- 1 
consciously develops the social virtues. Honesty becomes i 
imperative, and is enforced by the whole group on the in- 
dividual, loyalty to the whole group is made an essential for 
the better development of individual powers. To cheat the 
society is to injure a neighbour.” ^ In the relations between 
employers and workpeople in ordinary industry the non-economic 
element is fully as significant. The esprit de corps and interest 
in the fortunes of the firm, which animate the workpeople in 
establishments where the personal intercourse of employers and 
employed is cordial, besides leading to increased production of 
wealth, is in itself an addition to welfare. As large-scale 
industry extended during the eighteenth and nineteenth 
centuries, employers and employed became more distant in 
station, and their opportunities of meeting one another 
diminished. In the wake of this inevitable physiced separa- 
tion there followed a moral separation — “ the personal aliena- 
tion of the employer from his fellow-men whom he engages to 
work for him in large numbers.”* This spirit of hostility 
was an obvious negative element in non-economic welfare due to 
an economic cause ; and the partial suppression of it through 
Boards of Conciliation, Whitley Councils and Copartnership 
arrangements is an equally obvious positive element. Nor is 
this all. It is more and more coming to be recognised that, if 
one root of " labour unrest ” has been dissatisfaction with rates of 
wages, a second root, also of great importance, has been dissatis- 
faction with the general status of wage-labour — ^the feeling that 
the industrial system, as it is to-day, deprives the workpeople of 
the liberties and responsibilities proper to free men, and renders 

* Smith-Gordon and Staples, Rural Raamstruetim in Irtlamd^ p. 240. Cf. 
the enthosiastio picture which Wolff draws of the genwal social benefits of 
rural co-operation on the Raiffeisen plan : “ How it creates a desire and readiness 
to receive and assimilate instruction, technical uid general, how it helps to raise 
the character of the people united by it, making for sobriety, strict honesty, 
good family life, and good living generally.’' It has been seen, he says, to 
produce these effects “ among the comparatively educated peasantry of Germany, 
the illiterate country folk of Italy, the primitive cultivatm of Bahia, and it i* 
beginning to have something the same effect among the ryots of India” (Tkt 
Fvlme of AgrieuUv/re, p. 481). 

* Gilman, A Dividend to Labour, p. 16. 
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them mere tools to be used or dispensed with at the convenience 
of others : the sense, in short, as Mazzini put it long ago, that 
capital is the despot of labour.^ Changes in industrial organisa* 
tion that tend to give greater control over their own lives to 
workpeople, whether through workmen’s councils to overlook 
matters of discipline and workshop organisation in conjunction 
with the employer, or through a democratically elected Parlia- 
ment directly responsible for nationalised industries, or, if this 
should prove feasible, through some form of State-recognised 
and State-controlled nations! guilds,® might increase welfare 
as a whole, even though they were to leave unchanged, or 
actually to damage, economic welfare. 

Secondly, non-economic welfare is liable to be modified by 
the maimer in which income is spent. Of different acts of 
consumption that yield equal satisfactions, one may exercise 
a debasing, and another an elevating, influence.’ The reflex 
effect upon the quality of people produced by public museums, 
or even by municipal baths,* is very different from the reflex 
effect of equal satisfactions in a public bar. The coarsening 
and brutalizing influence of bad housing accommodation is an 
incident not less important than the direct dissatisfaction 
involved in it. Instances of the same kind could be multiplied. 
The point that they would illustrate is obviously of large 
practical importance. Imagine, for example, that a statesman 

* Cf. Mazzini, The Duties of Man, p. 99. 

^ Of. The Meaning <tf National Ouilda, by Beokhover and fieokitt, passim. 
“ The essence of Laboni^s demand for responsibility is that it should be recognised 
as responsible to the community, not to the capitalist” (p. 100). The goal of 
National Guilds “ is the control of production by self-goTeming Guilds of workers 
sharing with the State the control of the produce of their labour” (p. 285). 
The fact that schemes of industrial reorganisation on these lines are exposed to 
serious practical difficulties, which their authors do not as yet seem fully to 
have fac^, does not render any less admirable the spirit of this ideal. 

* Ur. Hawtrey has oriticiBed my analysis upon the ground that it implicitly 

makes equal satisfactions embody equal amounts of welfare, whereas, in fact, 
satisfactions are of various degrees of goodness and badness (The Eeonomie 
Problem, pp. 184-6). There is, howevor, no difference in substance between 
Mr. Hawtrey and myself. We both take account of those variations of quality. 
Wlie&nr it is better to say, of two equal satis&etions, that one may in itself 
contain more good tiian the other, or to say that in themselTes, gua satialactions, 
they are equally good, but that their reactions upon the quality of the people 
eiyoying them may differ in ipiodness, is ohieBy a matter of wordL I have sub- 
stituted in the iffesent text the quality of people " for my oni^aial “peoj^'s 
charsoters.” • Ofc Darwin, Mmie^ Trade, p, 75. 
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is considering how far inequality in the distribution of wealth 
influences welfare as a whole, and not merely in its economic 
aspects. He will reflect that the satisfaction of some of the 
desires of the rich, such as gambling excitement or luxurious 
gAnaiiftl enjoyment, or perhaps, in Eastern countries, opium*^ 
eating, involves reactions on character ethically inferior to 
those involved in the satisfaction of primary physical needs, 
to the securing of which the capital and labour controlled by 
the demand of the rich would, if transferred to the poor, 
probably be devoted. On the other hand, he will reflect that 
other satisfactions purchased by the rich — those, for example, 
connected with literature and art^ — involve reactions that are 
ethically superior to those connected with the primary needs, 
and still more to those derived from excessive indulgence in 
stimulants. These very real elements in welfare will, indeed, 
enter into relation with the measuring rod of money, and so 
be counted in economic welfare, in so far as one group of 
people devote income to purchasing things for other people. 
When they do this, they are likely to take account of the 
total effect, and not merely of the effect on the satisfactions 
of those people — especially if the said people are their own 
children. For, as Sidgwick acutely observes: “A genuine 
regard for our neighbour, when not hampered by the tyranny 
of custom, prompts us to give him what we think really good 
for him, whereas natural self-regard prompts us to give our- 
selves what we like.” * In these special circumstances, there- 
fore, the gap between the effect on economic wel&re and the 
effect on total welfare is partially bridged. Generally, however, 
it is not so bridged. 

§ 9. There is one further consideration, of the g;reat 
importance of which recent events can leave no doubt. It 
has to do with the possible conflict, long ago emphasised 

* Thus, Sidgwick observes after a careful discussion ; “There seems, there- 
fore, to be a serious danger that a thorough-going equalisation of wealth among 
the members of a modem civilised community would have a tendency to eheok 

culture in the community ” {Prineiplti qf PoUUeal Beomemy, 

* j^aetieal ^ics, p. 20. Of. Effort*: “Oe qua lee int&esste mirent 
gon&alement mieux quo les non-int4ress4a, oe sont les nutymu protMres h r<sHwr 
oe quils oroient 6tre lenr int^rgt. Mais, dans la d4tenuiaation de I'intfeit U 
non-interest voit g^n^ralement plus clair ” (Anktgonitmtt 4eon<migm$, pp. S87 -B)- 
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bj Adam Smith, between opulence and defence. Lack of 
security against successful hostile attack may involve “ dis- 
satisfactions ’’ of a very terrible kind. These things lie 
outside the economic sphere, but the risk of them may easily 
be affected by economic policy. It is true, no doubt, that 
between economic strength and capacity for war there is a 
certain rough agreement. As Adam Smith wrote: “The 
nation which, from the annual produce of its domestic 
industry, from the annual revenue arising out of its lands, 
labour and consumable stock, has wherewithal to purchase 
those consumable goods in distant countries, can maintain 
foreign wars there.” ^ But agreement between economic 
and military strength is ultimate and general, not immediate 
and detailed. It must, therefore, be clearly recognised that 
the effect upon economic welfare of the policy which a 
State adopts towards agriculture, shipping and industries 
producing war material is often a very subordinate part of its 
whole effect Injury to economic welfare may need to be 
accepted for the sake of defensive strategy. Economically it 
is probably to the advantage of this country to purchase 
the greater part of its food supplies from abroad in exchange 
for manufactured goods, and to keep more than two-thirds 
of its cultivated land under grass — ^in which state compara- 
tively little capital and labour is employed upon it and 
correspondingly little human food produced.* In a world of 
perpetual peace this policy would also probably be advan- 
tageous on the whole ; for a small proportion of the population 
engaged in agriculture does not necessarily imply a small 
proportion living under rural conditions. But, when account 
is taken of the possibility that imports may be cut off by 
blockade in war, that inference need not follow. There can 
be little doubt that Germany’s policy of conserving and 
developing agriculture for many years at an economic loss 
enabled her to resist the British blockade in the Great War 
for a much longer period tiian would otherwise have been 
possible ; and, though there are, of course, alternative means 

* Weaifh Natitnu, p. SS8. 

Cf. Th* Rteent Zhetiopment of Oerman [Od. 8806], 1818. 

P. 42 
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of defence, such as the establishment of large national grain 
stores, it is, from a general political point of view, a debat- 
able question whether in this country some form of artificial 
encouragement should be given to agriculture as a partial 
insurance against the danger of food difficulties in the 
event of war. This issue, and the kindred issue concerning 
materials and industries essential for the conduct of war, 
cannot be decided by reference to economic considerations 
alone. 

§ 10. The preceding discussion makes it plain that any 
rigid inference from effects on economic welfare to effects 
on total welfare is out of the question. In some fields the 
divergence between the two effects will be insignificant, but 
in others it will be very wide. Nevertheless, I submit that, 
in the absence of special knowledge, there is room for a 
judgment of probability. When we have ascertained the 
effect of any cause on economic welfare, we may, unless, of 
course, there is specific evidence to the contrary, regard 
this effect as probably equivalent in direction, though not 
in magnitude, to the effect on total welfare ; and, when we 
have ascertained that the effect of one cause is more favour- 
able than that of another cause to economic welfare, we 
may, on the same terms, conclude that the effect of this cause 
on total welfare is probably more favourable. In short, there 
is a presumption — what Edgeworth calls an “unverified 
probability” — that qualitative conclusions about the effect 
of an economic cause upon economic welfare will hold good 
also of the effect on total welfare. This presumption is 
especially strong where experience suggests that the non- 
economic effects produced are likely to be small. But in 
all circumstances the burden of proof lies upon those who 
hold that the presumption should be overruled. 

§ 11. The above result suggests pri/m facie that 
economic science, when it shall have come to full develop- 
ment, is likely to furnish a powerful guide to practice. 
Against this suggestion there remains, however, one consider- 
able obstacle. When the conclusion set out in the preceding 
section is admitted to be valid, a question may still be raised 
as to its practical utility. Granted, it may be said, that the 
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effects produced by economic causes upon economic welfare are 
probably, in some measure, representative of those produced 
on total welfare, we have really gained nothing. For the effects 
produced upon economic welfare itself cannot, the argument 
runs, be ascertained beforehand by those partial and limited 
investigations which alone fall within the scope of economic 
science. The reason for this is that the effects upon 
economic welfare produced by any economic cause are likely 
to be modified by the non-economic conditions, which, in one 
form or another, are always present, but which economic science 
is not adapted to investigate. The difficulty is stated very 
clearly by J. S. Mill in his Logic. The study of a part of things, 
he points out, cannot in any circumstances be expected to yield 
more than approximate results: “Whatever affects, in an 
appreciable degree, any one element of the social state, affects 
through it all the other elements. ... We can never either 
understand in theory or command in practice the condition of 
a society in any one respect, without taking into consideration 
its condition in all other respects. There is no social 
phenomenon which is not more or less influenced by every 
other part of the condition of the same society, and, therefore, 
by every cause which is influencing any other of the con- 
temporaneous social phenomena.” ^ In other words, the 
effects of economic causes are certain to be partially dependent 
on non-economic circumstances, in such wise that the same 
cause will produce somewhat different economic effects accord- 
ing to the general character of, say, the political or religious 
conditions that prevail. So far as this kind of dependence 
exists, it is obvious that causal propositions in economics can 
only be laid down subject to the condition that things outside 
the economic sphere either remain constant or, at least, do 
not vary beyond certain defined limits. Does this condi- 
tion destroy the practical utility of our science ? I hold that, 
among nations with a stable general culture, like those 
inhabiting Western Europe, the condition is fulfilled nearly 
enough to render the results reached by economic inquiry 
reasonably good approximations to truth. This is the view 
taken by Mill. ‘V^hile fully recognising “the paramount 

* iMgk, it p. 488. 
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ascendancy which the general state of civilisation and social 
progress in any given society must exercise over all the 
partial and subordinate phenomena,” he concludes that- the 
portion of social phenomena, in which the immediately 
determining causes are principally those that act through 
the desire for wealth, “ do mainly depend, at least in the first 
resort, on one class of circumstances only.” He adds that, 
“even when other circumstances interfere, the ascertainment 
of the effect due to the one class of circumstances alone is 
a sufficiently intricate and difficult business to make it ex« 
pedient to perform it once for all, and then allow for the 
effect of the modifying circumstances; especially as certain 
fixed combinations of the former are apt to recur often, in 
conjunction with ever-varying circumstances of the latter 
class.” ^ I have nothing to add to this statement. If it is 
accepted, the difficulty discussed in this section need no 
longer give us pause. It is not necessarily impracticable to 
ascertain by means of economic science the approximate effects 
of economic causes upon economic welfare. The bridge that 
has been built in earlier sections between economic welfare 
and total welfare need not, therefore, rust unused. 


• Logie, ii pp. i90-Sl. 



CHAPTER II 


DESIRES AND SATISFACTIONS 

§ 1. In the preceding chapter economic welfare was taken 
broadly to consist in that group of satisfactions and dissatisfac- 
tions which can be brought into relation with a money measure. 
We have now to observe that this relation is not a direct one, 
but is mediated through desires and aversions. That is to 
say, the money which a person is prepared to offer for a thing 
measures directly, not the satisfaction he will get from the 
thing, but the intensity of his desire for it. This distinction, 
obvious when stated, has been somewhat obscured for English- 
speaking students by the employment of the term utility — 
which naturally carries an association with satisfaction— to 
represent intensity of desire. Thus, when one thing is desired by 
a person more keenly than another, it is said to possess a greater 
utility to that person. Several writers have endeavoured to 
get rid of the confusion which this use of words generates by 
substituting for “ utility ” in the above sense some other term, 
such, for example, as “ desirability.” The term ” desiredness ” 
seems, however, to be preferable, because, since it cannot be 
taken to have any ethical implication, it is less ambiguoua I 
shall myself employ that term. The verbal issue is, however, a 
subordinate one. The substantial point is that we are entitled 
to use the comparative amounts of money which a person is 
prepared to offer for two different things as a test of the com- 
parative satisfactions which these things will yield to him, only 
on condition that the ratio between the intensities of desire 
that he feels for the two is equal to the ratio between the 
amounts of satisfaction which their possession will yield to him. 
This condition, however, is not always fulfilled. By this 

28 
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statement I do not, of course, merely mean that people’s 
expectations as to the satisfaction they will derive from 
different commodities are often erroneoua The point is that, 
even apart from this, the condition sometimes breaks down. 
Thus Sidgwick observes : " I do not judge pleasures [and the 
same thing obviously holds of satisfactions other than pleasures] 
to be greater and less exactly in proportion as they exercise 
more or less influence in stimulating the will to actions tending 
to sustain or produce them ” : ^ and again, “ I do not think it 
ought to be assumed that intensity of immediate gratification 
is always in proportion to intensity of pre-existing desire.” * 
This consideration obviously has great theoretical importance. 
When it is recollected that all comparisons between different 
taxes and different monopolies, which proceed by an analysis of 
their effects upon consumer’s surplus, tacitly assume that demand 
price (the money measure of desire) is also the money measure 
of satisfaction, it is apparent that it may have great practical 
importance also. The question whether it has in actual fact 
great practical importance has, therefore, to be examined. 

§ 2. In a broad general way we may, I think, safely 
answer this question in the negative. It is fair to suppose 
that most commodities, especially those of wide consumption 
that are required, as articles of food and clothing are, for direct 
personal use, will be wanted as a means to satisfaction, and 
will, consequently, be desired with intensities proportioned to 
the satisfactions they are expected to yield.® For the most 
general purposes of economic analysis, therefore, not much 
harm is likely to be done by the current practice of'r^arding 
money demand price indifferently as the mesusure of a desire 
and as the measure of the satisfaction felt when the desired thing 
is obtained. To this general conclusion, however, there is one 
very important exception. 

§ 3. This exception has to do with people’s attitude toward 
the future. Generally speaking, everybody prefers present 
pleasures or satisfactions of given magnitude to future pleasures 
or satisfactions of equal magnitude, even when tlie latter are 

‘ MeOads of Mhiea, p. 12®. 

* The Ethics of T. S. Green, etc., p. 840. 

Cf. my “Some Remarks on Utility,” EcononUe JcmmeU, IMS, p. 66 «t teq, 
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perfectly certain to occur. But this preference for present 
pleasures does not — the idea is self-contradictory — dimply that 
a present pleasure of given magnitude is any greater than a 
future pleasure of the same magnituda It implies only that 
our telescopic faculty is defective, and that we, therefore, see 
future pleasures, as it were, on a diminished scale. That this 
is the right explanation is proved by the fact that exactly the 
same diminution is experienced when, apart from our tendency 
to forget ungratifying incidents, we contemplate the past. 
Hence the existence of preference for present over equally 
certain future pleasures does not imply that any economic 
dissatisfaction would be suffered if future pleasures were 
substituted at full value for present ones. The non-satis- 
faction this year of a man’s preference to consume this year 
rather than next year is balanced by the satisfaction of 
his preference next year to consume next year rather than 
to have consumed this year. Hence, there is nothing to 
set against the fact that, if we set out a series of exactly 
equal satisfactions — eatis/actions, not objects that yield 
satisfactions — all of them absolutely certain to occur over 
u series of years beginning now, the desires which a man 
will entertain for these several satisfactions will not be 
equal, but will be represented by a scale of mt^itudes con- 
tinually diminishing as the years to which the satisfactions 
are allocated become more remote. This reveals a far- 
reaching economic disharmony. For it implies that people 
distribute their resources between the present, the near future 
and the remote future on the basis of a wholly irrational 
preference. When they have a choice between two satisfactions, 
they will not necessarily choose the larger of the two, but will 
often devote themselves to producing or obtaining a small one 
now in preference to a much larger one some years hence. 
The inevitable result is that efforts directed towards the remote 
future are starved relatively to those directed to the near future, 
while these in turn are starved relatively to efforts directed 
towards the present Suppose, for example, that a person's 
telescopic faculty is such that he discounts future satisfactions, 
which are perfectly certain to occur, at the rate of 6 per cent 
per annum. Then, instead of beii^ ready to work for next 
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year, or a year ten years hence, so long as a given increment 
of effort will yield as much satisfaction as an equal increment 
devoted to work for the present, he will only work for next 
year so long as the yield of an increment of effort employed 
for that year is 1‘05 times, and for ten years hence so long 
as it is (1‘06)^® times, the yield of an increment employed for 
the present. It follows that the aggregate amount of economic 
satisfaction which people in fact enjoy is much less than 
it would be if their telescopic faculty were not perverted, but 
equal (certain) satisfactions were desired with equal intensity 
whatever the period at which they are destined to emerge. 

§ 4. This, however, is not all. Since human life is 
limited, such fruits of work or saving as accrue after a 
considerable interval are not enjoyed by the person to whose 
efforts they are due. This means that the satisfaction with 
which his desire is connected is not his own satisfaction, 
but the satisfaction of somebody else, possibly an immediate 
successor whose interest he regards as nearly equivalent to his 
own, possibly somebody quite remote in blood or in time, about 
whom he scarcely cares at alL It follows that, even though 
our desires for equal satisfactions of our ovm occurring 
at different times were equal, our desire for future satisfaction 
would often be less intense than for present satisfaction, 
because it is very likely that the future satisfaction will 
not be our own. This discrepancy will be more important 
the more distant is the time at which the source of future 
satisfaction is likely to come into being; for every addition 
to the interval increases the chance of death,* not merely 
to oneself, but also to children and near relatives and friends 
in whom one’s interest is likely to be most keen.' No donbt, 

1 If be the fraction of importance that I attach to a pound in the hands of 
my heirs as compared with myself, and <p(t) the probability that I shall be alive 
t years from now, a certain pound tome or my heirs then attracts me now equally 
with a certain pound multiplied by {<>(0+^1 “ ^0)1 ^ *hen. 'Iliia is 
obviously increased by anything that increases either or k. 

If, through an anticipated change of fortune or temperament, one pound after 
t years is expected to be equivalent to (1 - a) times one pound now, a certain 
- ^0)} pounds of the then prevailing sort to me then attracts me 
equally with (1 - - <(>{<))} pounds of the now prevailing sort to me 

Aen. Therefore, a certain pound to my heirs wiU bo as persuasive to call out 
investment now as the above sum would be if 1 were certain to live for ever and 
always to be equally well off and the same in temperament. 



OH. 11 


DESIKIS AND SATISFACTIONS 


27 


this obstacle to investment for distant returns is partly over- 
come by stock-exchange devices. If £100 invested now is 
expects to reappear after 50 years expanded at, say, 5 per 
cent compound interest, the man who originally provides the 
£100 may be able, after a year, to sell his title in the eventual 
fruit for £105; the man who buys from him may be able 
similarly to get his capital of £105 back with 6 per cent 
interest after one year ; and so on. In these circumstances the 
fact that any one man would require a higher rate of interest 
per annum to induce him to lock up £100 for 50 years than 
he would to induce him to lock up the same sum for one year 
makes no difference. But, of course, in actual fact this device 
is of very narrow application. As regards investments, such 
as planting a forest or undertaking drainage development on 
one’s own estate, which can only be accomplished privately, it 
is not applicable at all ; and, even when investment is under- 
taken by a company, investors cannot seriously expect to find 
a smooth and continuous market for non -dividend paying 
securities. 

§ 5. The practical way in which these discrepancies 
between desire and satisfaction work themselves out to the 
injury of economic welfare is by checking the creation of 
new capital and encouraging people to use up existing capital 
to such a degree that larger future advantages are sacrificed 
for smaller present ones. Always the chief effect is felt 
when the interval of time between action and consequence 
is long. Thus, of the check to investment, Giffen wrote: 
“ Probably there are no works more beneficial to a community 
in the long run than those, like a tunnel between Ireland 
and Great Britain, which open an entirely new m^ns of 
communication of strategical as well as of commercial value, 
i)ut are not likely to pay the individual enterpriser in any 
short period of time." A number of other large under- 
takings, such as works of afforestation or water cdipply, 
the return to which is distant, are similarly handicapped 
by the slackness of ^esire towards distant satisfactions.^ This 

' In this oonneotion tbs following passage from Knoop’a mi 

(ff Trad* is of interest: “To seonre an additiwial supply 

oi water to a town, ten or more yean of oontinnous work may easily be 
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same slackness of desire towards the future is also responsible 
for a tendency to wasteful exploitation of Nature’s gifts. Some- 
times people will win what they require by methods that 
destroy, as against the future, much more than they them- 
selves obtain. Over-hasty exploitation of the best coal seams 
by methods that cover up and render unworkable for ever 
worse, but still valuable, seams ; ^ fishing operations so con- 
ducted as to disregard breeding seasons, thus threatening 
certain species of fish with extinction;® farmings operations 
so conducted as to exhaust the fertility of the sml, are all 
instances in point. There is also waste, in the sense, of injury 
to the sum total of economic satisfaction, when one generation, 
though not destroying more actual stuff than it itself obtains, 
uses up for trivial purposes a natural product which is abundant 
now but which is likely to become scarce and not readily 
available, even for very important purposes, to future genera- 
tions. This sort of waste is illustrated when enormous 
quantities of coal are employed in high-speed vessels in order 
to shorten in a small degree the time of a journey that is 
already short. We cut an hour ofiF the time of our passage 
to New York at the cost of preventing, perhaps, one of our 
descendants from making the passage at all. 

§ 6. In view of this " natural ” tendency of people to devote 
too much of their resources to present service and too little 
to future service, any artificial interference on the part of 
Government in favour of that tendency is bound, unless it 
has compensating advantages on the side of distribution, to 
diminish economic welfare. Subject to that condition, there- 
fore, all taxes which differentiate against saving, as compared 
with spending, must diminish economic welfare. Even without 


required. This means that for several years a large amount of capital will 
be unproductive, thus seriously affecting the profits of the undertaking and mak- 
ing boards of directors very chary about entering upon any large scheme. . . . 
It is ahuost inconceivable that a water company would have undertaken the 
great schemes by which Manchester draws its supply of water from Lake 
Thirlmere in Cumberland, a distance of some 96 miles ; Liverpool its supply 
from Lake Yymwy in North Wales, a distance of some 78 miles ; and Brighton 
its supply from Ike Elan Valley in Mid Wales, a distance of some 80 mUes ” 
{loc. eU. p. 88). 

1 Of. Ohiozza-Money, The Triumph (tf NcAionaliaaUm, p. 190. 

* Cf. Sidgwiok, Prineiplea of PolUieai Economy, p. 410. 
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differentiation there will be too little saving : with it there 
will be much too little saving. Property taxes, where they 
exist, and death duties, obviously differentiate against saving. 
The English income tax, though it appears to be neutral, 
in fact, as is shown elsewhere, also does this.* The fore- 
going analysis shows that Uiere is a prima fade case for 
softening the differential element in these taxes. Proposals, 
therefore, for exempting saved income from income tax, 
balancing property taxes by heavy "indirect” taxes upon 
important objects of expenditure, exempting from local rates 
improvements contributed during the preceding twenty years, 
and BO on, deserve to be carefully weighed. In the con- 
struction of a practical tax-system, however, considerations 

to what is “fair” between people of different degrees of 
wealth and as to what is administratively feasible may compel 
us to accept arrangements which differentiate against savings 
in spite of our knowledge that such differentiation is in itself 
undesirable.^ 

§ 7. Our analysis also suggests that economic welfare could 
be increased by some rightly chosen degree of differentiation 
in favour of saving. Nobody, of course, holds that the State 
should force its citizens to act as though so much objective 
wealth now and in the future were of exactly equal import- 
ance. In view of the uncertainty of productive developments, 
to say nothing of the mortality of nations and eventually of 
the human race itself, this would not, even in extremest theory, 
be sound policy. But there is wide agreement that the State 
should protect the interests of the future in some degree against 
the effects of our irrational discounting and of our preference 
for ourselves over our descendants. The whole movement for 
“ conservation ” in the United States is based on this convic- 
tion. It is the dear duty of Government, which is the trustee 
for unborn generations as well as for its present citizens, to 
watch over, and, if need be, by legislative enactment, to 
defend, the exhaustible natural resources of the country from 

^ Of. my J\8(udy in JPublie Finance, Part 11. ch. x. 

* For example, the oase against the imposition of equal taxation upon two 
men, each of whom spends £460 a year, but the first has an income of £1000 
end the second an income of £600 a year is, firom the point of riew of equity, 
overwhelming. 
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rash and reckless spoliation. How far it should itself, either 
out of taxes, or out of State loans, or by the device of guaranteed 
interest, press resources into undertakings from which the 
business community, if left to itself, would hold aloof, is a 
more difficult problem. Plainly, if we assume adequate com- 
petence on the part of goveraments, there is k valid case 
for some artificial encouragement to investmenu particularly 
to investments the return from which will oqly begin to 
appear after the lapse of many years. It must, ^however, be 
remembered that, so long as people are left free to decide for 
themselves how much work they will do, interference, by fiscal 
or any other means, with the way in which they employ the 
resources that their work yields to them may react to diminish 
the aggregate amount of this work and so of those resources. 
It does not follow, in short, that, because economic welfare 
would be increased if a man who now invests, say, one-tenth 
of his income, chose to invest one-half, therefore it would be 
increased if he were compelled by legislative decree, or 
induced by taxes and bounties, to make this change. 



CHAPTER III 


THE NATIONAL DIVIDEND 

§ 1. Generally speaking, economic causes act upon the 
economic welfare of any country, not directly, but through the 
making and using of that objective counterpart of economic 
welfare which economists call the national dividend or 
national income. Just as economic welfare is that part of 
total welfare which can be brought directly or indirectly 
into relation with a money measure, so the national dividend 
is that part of the objective income of the community, includ- 
ing, of course, income derived from abroad, which can be 
measured in money. The two concepts, economic welfare and 
the national dividend, are thus co-ordinate, in such wise that 
any description of the content of one of them implies a 
corresponding description of the content of the other. In 
the preceding chapter it was shown that the concept of 
economic welfare is essentially elastic. The same measure of 
elasticity belongs to the concept of the national dividend. 
It is only possible to define this concept precisely by intro- 
ducing an arbitrary line into the continuum presented by 
nature. It is entirely plain that the national dividend is 
composed in the last resort of a number of objective services, 
some of which are embodied in commodities, while others are 
rendered direct These things are most conveniently described 
as goods — whether immediately perishable or durable— and 
services, it being, of course, understood that a service that has 
already been counted in the form of the piano or loaf of bread, 
which it has helped to make, must not be counted again in its 
own right as a service. It is not, however, entirely plain whi^ 
part of the stream of services, or goods and services, that flows 

SI 
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annually into being can usefully be included under the title 
of the national dividend. That is tiie question which has now 
to be discussed. 

§ 2. The answer which first suggests itself is that those 
goods and services should be included (double -counting, 
of course, being avoided), and only those, that are actually 
sold for money. This plan, it would seem, must place us 
in the best possible position for making use of ^ihe monetary 
measuring rod. Unfortunately, however, for the symmetry 
of this arrangement, some of the services whicp would be 
excluded under it are intimately connected, and \ even inter- 
woven, with some of the included services The bought and 
the unbought kinds do not differ from one another in any 
fundamental respect, and frequently an unbought service is 
transformed into a bought one, and vice versa. This leads 
to a number of violent paradoxes. Thus, if a man hires 
a house and furniture belonging to somebody else, the 
services he obtains from them enter into the national dividend, 
as we are here provisionally defining it, but, if he receives 
the house and furniture as a gift and continues to occupy 
it, they do so no longer. Again, if a farmer sells the produce 
of his farm and buys the food he needs for his family in the 
market, a considerable amount of produce enters into the national 
dividend which would cease to enter into it if, instead of 
buying things in the market, he held back part of his own 
meat and vegetables and consumed them on the farm. Again, 
the philanthropic work done by unpaid organisers. Church 
workers and Simday school teachers, the scientific work of 
disinterested experimenters, and the political work of many 
among the leisured classes, which at present do not enter, 
or, when there is a nominal payment, enter at much less than 
their real worth, into the national dividend, would enter 
into it if those people undertook to pay salsiries to one 
another. Thus, for example, the Act providing for the pay- 
ment of members of Parliament increased tihe national dividend 
by services valued at some £250,000. Yet again, the services 
rendered by women enter into the dividend when tiiey 
rendered in exchange for wages, whether in the factory or in 
the home, but do not enter into it when they are rendered by 
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mothers and wives gratuitously to their own families. Thus, 
if a man marries his housekeeper or his cook, the national 
divi(Iend is diminished. These things are paradoxes. It is a 
paradox also that, when Poor Law or Factory Eegulations 
divert women workers from factory work or paid home-work 
to unpaid home-work, in attendance on their children, pre- 
paration of the family meals, repair of the family clothes, 
thoughtful expenditure of housekeeping money, and so on, 
the national dividend, on our definition, suffers a loss against 
which there is to be set no compensating gain.^ It is a 
paradox, lastly, that the frequent desecration of natural beauty 
through the hunt for coal or gold, or through the more blatant 
forms of commercial advertisement, must, on our definition, 
leave the national dividend intact, though, if it had been 
practicable, as it is in some exceptional circumstances, to make 
a charge for viewing scenery, it would not have done so.* 

§ 3. Beflection upon these objections makes it plain that 
they are of a type that could be urged in some degree against 
any definition of the national dividend except one that coincided 
in range with the whole annual flow of goods and services. 
But to adopt a definition so wide as that would be tantamount 
to abandoning dependence upon the measuring rod of money. 
We are bound, therefore, either to dispense altc^ether with 
any formal definition or to fall back upon a compromise. 
The former policy, though there is more to be said for it than 
is sometimes allowed, would certainly arouse distrust, even 
though it led to no confusion. The latter, therefore, seems on 

‘ It would be wrong to infer from the ebove that the large entry of women 
into industry dnring the war was associated with an approximately equal loss 
of work outside industry. For, first, a great deal of war work was undertaken 
by women who previously did little work of any kind ; secondly, the place of 
women who entered industry was taken largely 1^ other women who had ^vioualy 
(lone little — ^for example, many mistresses in servant-keeping houses themselves 
took the {daoe of a servant ; and, thirdly, owing to the absence of husbands 
and sons at the war, the domestic work, which women would have had to do if 
they had not gone into industry, would have been much less than in normal times. 

* The Advertisenumt Regulation Act, 1007, allows local anthoritiea to fhune 
by-laws designed to prevent open-air advertising from affecting prejudicially 
the natural ^uty a landscape or the amenities of a public park or pleasure 
promenade. It is not, we may note in this connection, a decisive argument 
against underground, and in favour of overhead, systems of tramway power wires 
that they are more expenidve. The London County Council deliberately ohoet 
the more expendve undmgronnd variety for aesthetic reesons. 
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the whole to be preferable. The method I propose to adopt 
is as follows. First, in accordance with the precedent set 
by Marshall, 1 shall take, as the standard meaning of the 
term national dividend, that suggested by the practice of the 
British Income Tax Commissioners. I, therefore, include 
everything that people buy with money incomi, together with 
the services that a man obtains from a hoiue owned and 
inhabited by himself. But “the services which a person 
renders to himself and those which he renders gratuitously 
to members of his family or friends; the benepts which he 
derives from using his own personal goods [such as furniture 
and clothes], or public property such as toll-free bridges, are 
not reckoned as parts of the national dividend, but are left to 
be accounted for separately." ^ Secondly, while constructing 
in this way my standard definition of the national dividend” 

I reserve full liberty, with proper warning, to use the term in 
a wider sense on all occasions when the discussion of any 
problem would be impeded or injured by a pedantic adherence 
to the standard use. There is, no doubt, a good deal that is 
unsatisfactory about this compromise. Unfortunately, however, 
the conditions are such that nothing better appears to be 
available. 

§ 4. The above conclusion does not complete the solution 
of our problem. Given the general class of things which are 
relevant to the national dividend, a further issue has to be 
faced. For the dividend may be conceived in two sharply con- 
trasted ways : as the flow of goods and services which is prodneU 
during the year, or as the flow which passes during the year into 
the hands of ultimate consumers. Marshall adopts the former 
of these alternatives. He writes: “The labour and capital of 
the country, acting on its natural resources, produce annually a 
certain net aggregate of commodities, material and immaterial, 
including services of all kinds. This is the true net annual 
income or revenue of the country, or the national dividend.”* 
Naturally, since in every year plant and equipment wear out 
and decay, what is produced must mean what is produced on 
e w 0 e when allowance has been made for this process 

* Marshall, PrimHplet EBovomlee, p. 6S4. 

* Ibid. p. 628. 
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of attrition. To make this clear, Marshall adds elsewhere: 
"If we look chieflj at the income of a oountij, we must 
allow , for the depreciation of the sources from which it is 
derived.” ^ In concrete terms, his conception of the dividend 
includes an inventory of all the new things that are made, and 
of all the services not embodied in things that are rendered, 
accompanied, as a negative element, by an inventory of all the 
decay and demolition that the stock of capital undergoes. 
Anyone, on the other hand, who had been so far convinced 
by Professor Fisher* as to hold with him that savings are, in 
no circumstances, income, would identify the national dividend 
with those goods and services, and those only, that come into 
the hands of ultimate consumers.® According to this view, 
Marshairs national dividend represents, not the dividend that 
actually is realised, but the dividend that would be realised 
if the country’s capital were maintained and no more than 
maintained. In a stationary state, where the creation of new 
machinery and plant in any industry exactly balances, and 
no more than balances, loss by wear and tear, these two 
things would be materially equivalent. The dividend on either 
dehnition would consist simply of the flow of goods and 
services entering into the hands of ultimate consumers ; 
for all new materials at earlier stages in the productive process 
that came into factories and shops would be exactly balanced 
by the corresponding materials that left them in worked-up 
pr'oducts ; and all newly created machinery and plant would 

* Marahitll, Principles of JSconomics, p. 80. 

^ Professor Fisher himself takes the position that the national dividend, 
or income, consists solely of services as received by ultimate consumers, whether 
from their material or from their human environment Thus a piano or an 
overcoat made for me this year is not a part of this year’s income, but an 
addition to capital* Only the services rendered to me during this year by these 
things are income (7%e Nature of Capital and Income^ pp* 104 et seg.). This 
way of looking at the matter is obviously very attractive from a mathematical 
point of view* But the wide departure which it makes from the ordinary use 
of language involves disadvantages which seem to outweigh the gain in logical 
clarity. It is easy to fall into inconsistencies if we refuse to follow Professor 
Fisher’s way ; but it is not necessary to do so. So long as we do not do so, 
the choice of definitions is a matter, not of principle, but of convenience. 

^ For consistency it would be necessary to exempt new bouses that are built 
to be occujued by their owners from the category of income and to place them in 
that of capital, if a monqr valuation of their annual rental value is included in 
looome. 
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exactly taJce the place, and no more than take the place, of 
corresponding machinery and plant that became worn out 
during the year. In practice, however, the industry , of a 
country is hardly ever in this kind of stationary state. Hence 
it is extremely rare for the two versions o| the national 
dividend to be materially equivalent, and it is 1 impossible for 
them to be analytieaUy equivalent. The question how the 
choice between them should fall is, therefore, an iqiportant one. 

§ 5. The answer to it, as I conceive the inatter, turns 
upon the purpose for which we intend the conception to be 
used. If we are interested in the comparative amounts of 
economic welfare which a community obtains over a long 
series of years, and are looking for an objective index with 
which this series of amounts can be suitably correlated, 
then, no doubt, the conception which I have attributed to Pro- 


fessor Fisher’s hypothetical follower is the proper one. It 
is also much more relevant than the other when we are 
considering how much a country is able to provide over a 
limited number of years for the conduct of a war ; because, 
for this purpose, we want to know what is the utnmst 


amount that can be squeezed out and “consumed," and we 
do not premise that capital must be maintained intact. 
The major part of this volume, however, is concerned, not 
with war, but with peace, and not with measurement, but 
with causation. The general form of our questions will be : 
" What effect on economic welfare as a whole is produced by 
such and such a cause operating on the economic circumstances 
of 1920 ? ” Now it is agreed that the cause operates through 
the dividend, and that direct statements of its effects must refer 
to the dividend. Let us consider, therefore, the results that 
0 (m rom the adoption of those two conceptions rwpectively. 
On Fisher s follower’s plan, we have to set down the difference 
made by the cause to the dividend, not merely of 1920, but of 

^^20; for, if the cause induces new 
vears tfiaf "f ^ rough a Statement covering all subsequent 
foUowftr P ^ \ dividend, as conceived by Fisher’s 

of that factoiJ^^h^f 1 920, not the capital establishment 

ry, but only the flow of services rendered by it 
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in 1920, should be reckoned in the dividend of 1920 ; and 
the aggregate effects of the creation of the factory cannot be 
measui^ without reference to the national dividend of a 
long series of years. On Marshall’s plan this inconvenient 
elaboration is dispensed with. When we have stated the 
effect produced on the dividend, in his sense, for the year 
1920, we have implicitly included the effects, so far as they 
can be anticipated, on the consumption both of 1920 and of 
all subsequent years ; for these effects are reflected back in the 
capital establishment provided for the factory. The immediate 
effect on consumption is measured by the alteration in the 
1920 dividend as conceived by Fisher’s follower. But it 
is through total consumption, and not through immediate 
consumption, that economic welfare and economic causes are 
linked together. Consequently, Marshall’s definition of the 
Tiational dividend is likely, on the whole, to prove more 
useful than the other, and I propose in what follows to adopt 
it. The entity — also, of course, an important one — which 
Fisher’s follower calls by that name, we may speak of as the 
national income of consumption goods, or, more briefly, consump- 
tion income. 

§ 6. We have thus achieved a definition which, unsatis- 
factory as it is, is still reasonably precise, of the concrete 
content of the national dividend. This definition carries 
with it certain plain implications as to the way in which 
that dividend must be evaluated. The first and most obvious 
of these is that, when the value of a finished product is 
counted, the value of materials employed in making that 
product must not be counted also. In the British Cmsm 
of Production of 1907 this form of double counting was 
carefully avoided. The Director described his method as 
follows: The result of deducting the total cost of materials 
used, and the amount paid to other firms for work given 
out, from the value of the gross output for any one industry 
or group of industries is to give a figure which may, for 
convenience, be called the “net output” of the industry 
or the group. This figure “ expresses completely and without 
duplication the total amount by which the value (at works) of 
the products df the industry or tihe group, taken as a whole, 



38 


ECONOMICS OF WELFAEE 


rr. 1 


exceeded the value (at works) of the materials purchased from 
outside, i.e. it represents the value added to the materials in 
the course of manufacture. This sum constitutes for any 
industry the fund from which wages, salaries, rent, royalties, 
rates, taxes, depreciation, and all other similar charges, have 
to be defrayed, as well as profits.” ^ Whent however, it 
is desired to evaluate the national dividend as a whole, 
these allowances are not sufficient. There is no real differ- 
ence between the flour, which is used up in making bread, 
and bread-making machinery, which is used up ^d worn out 
in the process of effecting the conversion. If adding together 
the flour and the bread in summing the national dividend 
involves double counting, so also does adding together 
the machinery and the bread. “ L(^cally,” as Marshall 
observes, “we ought to deduct the looms which a weaving 
factory buys as well as its yam. Again, if the factory itself 
was reckoned as a product of the building trade, its value 
should be deducted from the output (over a term of years) 
of the weaving trade. Similarly with regard to farm build- 
ings. Farm houses ought certainly not to be counted, nor 
for some purposes any houses used in trade.” * In a broad 
general way these considerations can be taken into account by 
subtracting from the sum of the values of the net products 
of various industries, as defined in the Census of Production, 
the value of the annual depreciation, which signifies the annual 
cost of renewal and repair of all kinds of machinery and plant* 
Thus, if a particular sort of machinery wears out in ten years 
— Professor Taussig’s estimate for the average life of machinery 
in a cotton mill^ — the value of the national dividend over 
ten years will fall short of the value of the aggregated 
net product by the value of this machinery.* Again, 

» [Cd. 6820], p. 8. 

* Marshall, Prindpha of Ecariomica, p, 614 w. 

* Cf, Flux, Statiatical Journal^ 1918, p, 569. 

* Quarteidy Jourml of Economics, 1908, p. 842. The report of the Cfmsua 
of Production, 1907, sanctions the view that an average life of ten years may 
reasonably be assigned to buildings and plant in general {Eeport, p. 88). 

* In industries where large individual items of assets need replacement at 
fairly long intervals, it is usual to meet this need by the aocnmulation of 
a depreciation fund built up by annual instalments during the life of the 
wasting asset. For machinery which wears out in about equal quantities 
every year, Professor Young argues that, provided the renewals and 
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in BO far as any sort of crop wastes the productive powers 
of the soil, the value of the dividend will fall short of 
the .value of the aggregated net product by the cost of 
returning to the soil those chemical ingredients that it 
removes.^ Yet again, when minerals are dug out of the 
ground, a deduction should be made equal to the excess of 
the value which the minerals used during the year had in 
their original situation — ^theoretically represented by the 
royalties paid on their working — over the value which what- 
ever is left of them possesses to the country after they have 
been used. If “using” means exporting in exchange for 
imports that are not used as capital, this latter value is zero. 
If, on the other hand, it means inducing Nature miraculously 
to transmute the mineral into something possessing greater 
value than it had in the mine, then, in order to obtain 
the value of the national dividend from the value of the 
aggregated net product, we shall need to add, and not to 
subtract, something. This is sufficient for our present pur- 
pose. More delicate issues concerning the precise significance 
of the notion “maintaining capital intact” are treated in 
detail in the next chapter. 

repairs required every year are duly furnished, capital will be maintained 
intact by that fact alone, and no depreciation fund is necessary {Quarterly 
Journal of Economia^ 1914, pp. 630 eit aeq,). It is true that by this method, 
when the plant has been running for some time, the capital is maintained 
in any one year at the level at which it stood in the preceding year. But 
Professor Young himself shows that, in static conditions, when a plant has 
been established for some time, it will normally be about half worn out 
{loc. eU. p. 682). If half-worn-out plant, that is to say, plant half-way 
through its normal life — is technically of the same efficiency as new plant, 
this &ot does not injure his conclusion. But, in so far as the efficiency 
of plant diminishes with age, the case is otherwise. If the capital is to 
be maintained at the level at which it stood when firat invested^ it is necessary, 
not merely to provide renewals and repairs as needed, but also to maintain 
a |)ermanent depreciation fund, to balance the difference between the Talues 
of a wholly new plant and of one the constituents of which are, on the average, 
half-way through their effective life. (Of. also a discussion between Professor 
Young and Mr. J. S. Davis under the title “ Depreciation and Rate Control” in 
the Quarterly Joumai of Ecorw^ndca, Feb, 1916.) 

^ Professor Carver writes of the United States : “Taking the country over, 
it is probable that, other things equal, if the farmers had been compelled to 
buy fertilisers to maintain the fertility of their soil without depletion, the whole 
industry would have become bankrupt. « , • The average fanner had never 
(up to about 1887) counted the partbl exhaustion of the soil as a part of the 
cost of his crop ” {sketch (f American Agriculture^ p. 70). Against this capital 
loss, however, must be set the capital gain due to the settlement of the land. 
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§ t. It remains to consider the relation between the 
national dividend as thus evaluated — an addition, of course, 
being made for the value of income received from abroad — 
and the money income accruing to the community. On the 
face of things we should expect these two sums to be sub- 
stantially equal, just as we should expect a man’s receipts 
and his expenditure (including investments) to b* equal. With 
proper account-keeping this clearly ought to be ^o. In order 
that it may be so, however, it is necessary folr the money 
income of the community to be so defined tus tq exclude all 
income that is obtained by one person as a gift against which 
no service entering into the inventory of the national dividend 
is rendered — all allowances, for example, received by children 
from their parents. In like manner, if A sells existing property 
or property rights to B for £1000, the £1000, if already 
counted as a part of B’s income, must not be counted as a 
part of A’s income also. These points are, of course, well 
understood. But certain further implications are less fully 
realised. Thus the incomes constituted by old-age pensions 
and special war pensions must be excluded ; though ordinary 
civil service pensions are properly included, “ because these 
may be said to be equivalent to salaries, and the pension 
system is only an alternative to paying a higher salary to those 
rendering existing services and leaving them to look after 
their own superannuation allowance.” ^ There must also be 
excluded all income received by native creditors of the State 
in interest on loans that have been enjployed “ unproductively,” 
i.e. in such a way that they do not, as loans to build railways 
would do, themselves lead to the production of services which 
are sold for money and thus enter into the national dividend 
as evaluated in money. This means that the income received 
as interest on war loan must be excluded. Nor is it possible 
to overthrow this conclusion by suggesting that the money spent 
on the war has really been “ productive,” because it indirectly 
prevented invasion and the destruction of material capital that 
is now producing goods sold for money ; for whatever product 
war expenditure may have been responsible for in this way — 
and a similar argument applies to expenditure on school build- 
* Stamp, Wtaith mi TaaecMg Ooinuitv, p. S7» 
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inga — ^is already counted in the income earned by the material 
capital Yet again, it would seem that income obtained 
by force or fraud, against which no real service has been 
rendered, ought not to be counted. There are, furthermore, 
certain difficulties about payments made to Government. 
The moneys that governing authorities, whether central or 
local, receive in net profits on services rendered by them, t.g. 
the profits of the Post Office or of a municipal tramway service, 
should clearly be counted. What the Treasury receives in 
income tax or death duties should, on the other hand, clearly 
not be counted, because this income, which has already been 
reckoned as such in private bauds, is not passed to the 
Treasury in payment for any services rendered by it, but is 
merely transferred to it as an agent for the tax-payers. 
What the Treasury receives in (the now abolished) excess- 
profit duty and corporation tax, as operated in England, 
stands, however, on a different footing. It should be counted, 
because the incomes of companies and individuals were reckoned 
as what was left after these taxes had been paid, so that, if 
the income represented by them had not been counted when in 
the hands of the Treasury, it would not have been counted at 
all.^ Finally, the main part of what the Treasury receives 
in customs and excise duties ought, paradoxical as it may 
seem, to be counted, in spite of the fact that it is already 
counted when in the hands of the tax-payers and that it is 
not paid against any service. The reason is that the prices of 
the taxed articles are pushed up (we may suppose) by nearly the 
amount of the duties, and that, therefore, unless the aggregate 
money income of the country is reckoned in such a way that 
it is pushed up correspondingly, this aggregate money income 
divided by prices, that is to say, the real income of the country, 
would necessarily appear to be diminished by the imposition of 
these duties even though it were in fact the same as before.’ 
When the nominal money income of the country has been 
"corrected” in* these various ways, what is left should 

' Cf. Stamp, Wealth and Taxable Capacity, pp. 55-6. 

* The reason why it ia only claimed that the main part, not the whole, of 
what the Treasnry reoeiTea under thie head should be counted as income ia 
(11 that commodity taxes may not always raise prices by their full amount, and 
(2) that they may indirectly cause prodnction to oontcaot 
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approximate fairly closely to the value of the national dividend 
(inclusive of incomes from abroad) estimated on the plan set 
out above.^ 

* It should be noticed, however, that one paradox still remains unoorreoted 
by the qualifications set out in the text. If a service, for which hitherto fees 
have been charged to business men, the fees being of a sort ilhat it is lawful to 
deduct as a business expense before incomes are reckoned, oojnes to be provided 
for and to be paid for by an addition to income tax, the rndney income of the 
country is increased, though the real income is unchanged (of. Stamp, Wealth 
and Taxable Capacity, pp. 52-3). The only way to get rid of tnis paradox would 
be to allow business men to deduct the cost of any services vmioh, paid for 
by fees, would count as a business expense, whether in fact pey are paid for 
by fees or not. ' 



CHAPTEE IV 


WHAT IS MEANT BY MAINTAINING CAPITAL INTACT 

§ 1. The issue, deferred from § 6 of the preceding chapter, as 
to the precise signihcance of “ maintaining capital intact ” has 
now to be taken up. We are debarred by the conventions we 
have adopted from counting as capital durable goods — other 
than houses — in consumers’ hands, in spite of the fact that, so 
lar as giving employment to labour is concerned, a motor car, 
for example, belonging to anybody other than an owner-driver, 
is indistinguishable from one belonging to a hiring establish- 
ment This, however, is a secondary matter. For the present 
purpose the precise content of capital is immaterial. How- 
ever we define it, it may be likened to a lake into which a 
great variety of things, which are the fruit of savings, are 
continually being projected. These things, having once entered 
the lake, survive there for various periods, according to their 
several natures and the fortunes that befall them. Among 
them are things of long life, like elaborately built factories, 
things of moderate life, like machinery, and things of very 
short life, like material designed to be worked up into finished 
goods for consumption or coal destined to be burned. Length 
of life in this connection means, of course, length of life as 
capital in the industrial machine functioning as a going 
concern, not the length of life which a thing would enjoy if 
nobody interfered with it Coal, for example, if left alone, 
will last without change of form for an indefinite number of 
years ; but, none the less, the “ life ” enjoyed by coal in the 
lake of capital, ♦.«. the period covered between its entrance 
and its exit, is almost always very short. All things that 
enter the lake eventually pass out of it again. Some of them 

a 
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pass, so to speak, in their own persons, embodied as miU:erial 
in some finished product, as when cotton yam emerges as a 
cloth garment. But exits are not always, or indeed generally, 
made in the form of a passage outward of the actual elements 
that originally came in. When coal is burnt in the process 
of smelting iron, which is to be used eventually in making 
cutlery, it is the cutlery, embodying the “ virtue*’’ of the coal, 
and not the coal itself, which passes in person out of the lake. 
In like manner it is, of course, the " virtue ” of machines that 
are worn out in making finished goods, and not tjie machines 
themselves, which passes out in person. In one forrli or another, 
however, whatever enters also leaves. There is then of 
necessity always a stream flowing out of the lake so long as 
it has any contents at all, and in practice there is also always 
a stream flowing into it. Its contents at any moment consist 
of everything that has flowed into it in the past minus 
anything that has flowed out. It is theoretically possible to 
make an inventory of them and also to evaluate them from 
day to day. When we speak, in connection with our definition 
of the national dividend, of the need for “ maintaining capital 
intact,” something is implied about the relation between 
successive inventories or successive evaluations of the 
contents of the lake we have been describing. It is the 
task of the present chapter to make clear what precisely 
that something is. 

§ 2. For our present purpose it is plain that maintenance 
of capital intact does not require that the money valuation of 
the contents of the lake shall be held constant There are 
certain sorts of change in this valuation to which everybody 
will agree that, in our reckoning of the national dividend, no 
attention whatever should be paid. Thus, if in consequence 
of a contraction in the supply of money in any year, money 
values all round are substantially reduced, the money value of 
the stock of capital will contract along with the rest: but 
nobody would suggest that this should be reckoned when the 
national dividend is being estimated. Again, Marshall has 
observed: “The value of the capital already involved in 
improving land or erecting a building; in making a rail- 
way or a machine; is the aggregate discounted value of 
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its estimated future net income.”^ This implies that, if 
the general rate of interest rises, the money value of the 
stock of capital will, other things remaining equal, be re- 
duced. Such reductions are irrelevant to the magnitude of 
the national dividend. When the value of particular items in 
the capital stock falls because people’s taste for the things they 
help to produce has declined or because foreign competitors 
offer these things at a diminished price, that fall also ought 
not, I think, to be deemed relevant; and the same conclusion 
holds when the creation of a new item of capital equipment 
diminishes the value of an existing item ; t.g. when the con- 
struction of an electric lighting plant depreciates a neighbouring 
gas plant, or when the introduction of a new type of battleship 
or bootmaking machine renders existing battleships or boot- 
making machines obsolete. In fact we may, I think, say 
quite generally»that all contractions in the money value of any 
parts of the capital stock that remain physically unaltered are 
irrelevant to the national dividend ; and that their occurrence 
is perfectly compatible with the maintenance of capital intact. 

§ 3. It might seem at first sight to follow from what has 
been said that the maintenance of capital intact must mean 
the maintenance in an unaltered physical state of the inventory 
of things lying in the capital lake. Plainly, if this inventory 
is in no way modified, capital is maintained intact in an 
absolute sense ; and, if some things fall out of the inventory, it 
is not maintained' intact in an absolute sense. But, for the 
special purpose of this analysis, maintenance of capital intact 
does not mean maintenance in an absolute sense. Certain con- 
tractions in the physical stock of capital will have to be held 
compatible with its maintenance intact, as the phrase is here 
understood. For, it must always be remembered, our concern 
is to define the national dividend without parting from the 
phraseoli^ made familiar by Marshall. Thus, suppose that 
an earthquake or the onslaught of a hostile nation destroys in 
one year half this country’s accumulated stock of wealth. It 
would be paradoxical and inconvenient to conclude that our 
national dividend was thereby automatically rendered negative. 
We must say nUm that the loss is a l(»s on capital account, 

^ Priite^h$ ^ Semmkt, p. 808 . 



46 


ECONOMICS OF WELFAEE 


w. 1 


not on income account. In other words, this sort of loss, 
though, of course, it is incompatible with the maintenance of 
capital intact in any literal sense, is not relevant to estimates 
of the national dividend. Hence for our purpose maintenance 
of capital intact must be defined to mean maintenance of it 
intact, not absolutely, but only when this parti<|ular type of 
loss does not occur. \ 

§ 4. It may perhaps be thought that this OMns the way 
for an endless string of further prevarications; that, for example, 
the loss of houses by fire or of ships by storm shWd be put 
on the same footing as the losses just discussed. That, how- 
ever, is not so. All disintegrations of capital goods other 
than catastrophic destructions of the type described in the 
preceding section are really incidental to the use of them, and 
are involved in the production of the dividend. This is most 
obviously true of the ordinary wear and tear which machinery 
and plant undergo when carrying out their functions. 
Weathering by lapse of time apart from use is in like case ; 
for a necessary condition of use is subjection to the pass^e 
of time. Even the accidents of fire and storm are in like 
case; for the use of houses implies their subjection to the 
risk of fire and the use of ships their subjection to that of 
storm. The national dividend is not truly reckoned until 
allowance has been made for the replacement of all these 
types of capital loss. Maintenance of capital intact in our 
sense is thus equivalent to maintenance in an absolute sense 
save only that provision must not be made against destruction 
by " act of God or the King’s enemies." 

§ 5. We have now reached the conclusion that the 
maintenance of capital intact for our purpose requires that 
all ordinary physical deteriorations in the capital stock should 
be made good. But what exactly do we mean by making 
good ? When a capital stock deteriorates, through wear 
and tear, its material components do not disappear from the 
world, but merely become rearranged in a way that renders 
them less useful to mankind. Thus what has really dis- 
appeared is a physical arrangement embodying a certaiu sum 
of values, which we may for convenience measure in money* 
To make this good there must be added to the capital stock 
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new arrangements of matter embodying a sum of values equal 
to this sum. Thus, if a machine becomes worn out and has 
no value at all, we require to add to the capital stock some- 
thing whose value is equal to that which the machine, had it 
remained physically intact, would have tmw. The original 
cost of the machine, whether in real terms or in money terms, 
is not relevant. Thus it may have cost a thousand pounds to 
make ; but, if its wearing out reduces its sum of values below 
what it would otherwise have been, not by £1000 but by 
£600 or by £1500, the replacing machine must have one or 
other of these values, not the value of £1000. It follows, 
inter alia, that if any piece of capital stock, e.g. the equipment 
of a steel works, has fallen in value in consequence, say, of 
intensified foreign competition, and if wear and tear depreciates 
the equipment 10 per cent per annum, to maintain capital 
intact we need 10 per cent, not of the original cost of the 
equipment nor of its present replacement cost, but of its 
present value. If the foreign competition is so strong or if 
popular taste has turned away from the product made by the 
equipment so completely that its value has become nil, 
physical deterioration in it by wear and tear or lapse of 
time involves no loss of value, and so calls for no replacement. 
Maintenance of capital intact for our purpose means then, not 
replacement of all value losses nor yet replacement of all 
physical losses (not due to acts of God and the King’s enemies), 
hut replacement of such value losses as are caused by physical 
losses other than the above. 

§ 6. It is easy to see that different sorts of capital stock 
undergo losses of this sort — flow out of the capital lake — at 
different rates. Working capital — ^materials, coal and so on — 
usually only has a few months of life in the lake ; and fixed 
capital a life of a number of years, greater or less according 
to its nature. Hence the annual amount of replacement that 
is needed to keep £1*8 worth of working capital intact is 
much larger than the amount required in respect of a £1’8 
worth of fixed capital. Professor Mitchell quotes some 
figures which suggest that in the United States the part of 
fixed capital represented by “ movable equipment " — machinery 
snd so on— -engaged in industry and t^riculture is about 
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equal to the stock of working capital, each being valued at 
9000 million pounds.^ If the normal life of movable equip- 
ment be put at ten years and that of working capital at one 
year, this implies that the annual replacement of fixed capital 
must, to maintain it intact, amount to 900 and the annual 
replacement of working capital to 9000 million^ — ten times 
as much. Hence if, in any year, a £100 millidns worth of 
deterioration in fixed capital is made good by aadiug to the 
capital stock a new 100 millions worth, not of qxed but of 
working capital, the value of annual replacement'^ needed in 
future years to keep the aggregate stock of capital intact will 
be pro tanto increased. In converse conditions it will be 
diminished. 

§ 7. In conclusion a word may be said about the effect of 
failure to provide sufficient replacement to maintain capital 
intact. Let us suppose that we start from a condition of 
stability ; that continually for a long time past savings at the 
rate of 2 million £ per day have been required for mainten- 
ance, and have in fact been forthcoming. Something occurs, 
as a result of which henceforward only 1 million £ will be 
forthcoming. It is obvious that the level of the lake must fall. 
But it will not continue to fall indefinitely. For, as a result of 
the decline in the inflow, the outflow also must diminish, since 
the progressive fall in the stock of capital involves at the same 
time a progressive fall in the daily wastage. Presently the 
outflow will so far decrease that the reduced inflow of 1 million 
a day suffices to replace it. The contraction in the capital 
stock thereupon comes to an end and a new equilibrium is 
established. The period of time that will need to elapse 
before this happens will depend on the proportions existing 
initially between capital items of various lengths of life and 
on such changes as may take place in these proportions during 
the course of the decline. If the failure to provide replace- 
ments is carried to the point that henceforward none whatever 
are forthcoming, the stock of capital must, of course, eventually 
disappear altogether. Items with a short remainder of life will 
become extinct first; then others and yet others. The out- 
flowing stream will diminish to a smaller and smaller trickle, 

• Suiinets Oyelti (1927), p. 98. 
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until, with the demise of the longest-lived item, it and the 
lake from which it came alike go dry. In this event, how- 
ever, humanity will take no interest, for the demise of the 
last capital item will certainly have been preceded by that 
of the “ last man.” 



CHAPTEE V 


CHANGES IN THE SIZE OF THE NATIONAL DIVIDEND 

\ 

§ 1. The economic welfare of the country is intimately 
associated with the size of the national dividend, and changes 
in economic welfare with changes in the size of the dividend. 
We are concerned to understand, so far as may be, the nature 
of these associations. To this end an essential preliminary is 
to form clear ideas as to what precisely changes in the size 
of the dividend mean. It will be convenient, in the first 
instance, to postulate that the size of that group whose 
dividend we are studying remains unchanged. 

§ 2. The dividend is an objective thing, consisting in any 
peri^ of such and such a collection of goods and services 
that flow into being during the period. Since it is an 
objective thing, we should naturally wish, if we were able, to 
define changes in the size of it by reference to some objective 
physical unit, and without any regard to people's attitude of 
mind towards the several items contained in it. 1 do not 
mean that changes in public tastes would be thought of as 
incapable of affecting the size of the national dividend. They 
are obviously capable of affecting it by causing changes in 
the objective constituents of the dividend. I mean that, given 
those oljective coMtitmUs, the size of the dividend should 
depend on them alone, and not at all on the state of people's 
tastes. This is the point of view which everybody intuitively 
wishes to take. 

§ 3. If the national dividend consisted of one single sort 
of commodity only, there would be no difficulty about this. 
Everybody would agree that an increase in the size of the 
dividend should mean an increase, and a decrease a decrease, 

60 
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in the number of units of this commodity. In like manner, 
if the dividend consisted of a number of different commodities, 
but the quantities of all of them always varied in equal pro- 
portions, there would be no difficulty. The dividend would 
at any time consist of a certain number of complex units, each 
of them made up of so much of each commodity, and increases 
and decreases in the dividend would mean increases and de- 
creases in the number of these complex units. 

§ 4. If the national dividend consisted of a number of 
different sorts of things, the proportion between which wsus 
not fixed, but some pre-established harmony made it im- 
possible for the quantity of any one of them to diminish 
when the quantity of any other was increasing, we should no 
longer be able to say that the dividend at any moment con- 
sisted of such a number of units and at another moment of 
such another number of units. But we should still always be 
able to determine by a physical reference whether the dividend 
of one moment was greater or less than the dividend of 
another moment: and this, for many purposes, would be all 
that anybody would need. 

§ 5. In actual life, however, the national dividend consists 
of a number of different sorts of things, the quantities of some 
of which are liable to increase at the same time that the 
quantities of others are decreasing. In these circumstances 
there is no direct means of determining by a physical reference 
whether the dividend of one period is greater or less than that 
of another; and it becomes necessary to seek for a definition 
along other lines. Plainly the definition chosen must be such 
that, supposing the dividend consisted of one sort of thing only, 
we should always be able to say that an increase in the 
quantity of this thing constituted an increase in the size of the 
dividend. A definition that did not admit of this would be 
l)aradoxical. From this starting-point we are led forward as 
followa Considering a single individual whose tastes are 
taken as fixed, we say that his dividend in period II. is greater 
than in period I. if the items that are added to it in period IL 
are items that he mtnis more than the items that are taken 
away from it in period II. Passing to a group of persons (of 
given numbers), whose tastes are taken as fixed and among whom 
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the distribution of purchasing power is also taken as fixed, we 
say that the dividend in period XL is greater than in period I. 
if the items that are added to it in period 11. are items to 
conserve which tJiey tmiid he willing to give more money than 
they wovid be willing to give to conserve the iiems\that are taken 
awa/y from it in period 11. This definition is free from 
ambiguity. However the technique of production has altered, 
—though it has become more costly to make cue thing and 
less costly to make another, though it has beconie possible to 
make some entirely new things and at the same tinip impossible 
to make some things that used to be made before, — ^it can 
yield one conclusion, and one only, as to the effect on the size 
of the national dividend of any change in its content that may 
have taken place. If, then, tastes and the distribution of 
purchasing power were really fixed, there would be nothing 
to set against the advantages of this method of definition. It 
would be the natural and obvious one to adopt. 

§ 6. As a matter of fact, however, tastes and the dis- 
tribution of purchasing power both vary. The consequence 
of this is that our definition leads in certain circumstances to 
results which, in appearance at least, are highly paradoxical. 
Thus in period I. tastes are such and such, and in period II. 
they are something different ; in period 1. the dividend is a 
collection Cj and in period II. a collection Cj. It may 
happen both that the group with period I. tastes would give 
less money for the items added in period II. than for the items 
subtracted in that period, and also that the group (of equal 
numbers) with period II. tastes would give more money for the 
items added in period II. than for the items subtracted 
in that period. In this case our definition makes C, 
both less than Cj and also greater than Cj; which is a 
violent paradox. The only escape from this is to admit that, 
in these circumstances, there is no meaning in speaking of an 
increase or decrease in the national dividend in an absolute 
sense. The dividend decreases from the point of view of 
period I. tastes, and increases from the point of view of 
period II. tastes ; and there is nothing more to say.^ It is 

* An exactly analogooa difficulty emergea when we attempt to compare th» 
idxe of the national dividend, aa defined above, in two countries. Thnspff the 



OH. ▼ 


CHANGES IN NATIONAL DIVIDEND 


58 


easy to see that the same paradox may arise, and the same 
solution be forced upon us, when the distribution of purchasing 
power alters between period I. and peiiod 11. Here again we 
can only speak of an increase (or decrease) in the size of the 
dividend from the point of view of period 1. distribution or 
from the point of view of period II. distribution : we cannot 
speak of an increase or decrease in any absolute sense.* 

§ 7. We are thus confronted with the awkward fact that 
there are likely to be certain changes in the constitution of 
the national dividend, of which it is not possible to say that 
they are either increases or decreases in an absolute sense. 
Plainly there is serious objection to a definition which leads to 
this result. On the other hand, though it will rarely happen 
that a modification of the dividend, which constitutes an upward 
(or downward) change of so much per cent from the point of 
view of period I., will constitute an equal percentage change from 
the point of view of period II., if between these two periods 
tastes or distribution have altered, yet it will, we may reasonably 
expect, usually constitute a change in the same direction from 


German population with German tastes were given the national dividend of 
England, they might get less economic satisfaction than before ; while, if the 
English population with English tastes were given the German national 
dividend, they also might get less economio satisfaction than before. The 
proposed definition would, in these circumstances, compel os to say both that 
the English dividend is larger (from the English point of view) than the 
German dividend, and also that the German dividend is larger (from the German 
point of view) than the English dividend. It may be added, though the point 
is not strictly relevant, that differences in comparative tastes between the 
people of two countries can sometimes, though not always, be detected by 
statistical methods. For example, Germans before the war would not eat 
mutton though it was a penny cheajier than pork, while Englishmen ate it 
readily (Cd. 4032, pp. xlviii and xlix). Again Germans eat rye bread, whereas 
English people eat white bread* We know that this is not due merdy to the 
fact that rye bread is relatively cheap in Germany and that Germans are poorer 
than Englishmen, because, if it were cheapness alone that was responsible for 
the consumption of rye in Germany, there would presumably be a higher 
consumption of white bread among better*to>do Germans. This, however, is not 
found. Hence, we may legitimately infer that Germans have a taste for rye 
bread, as against wheaten bread, different from the English taste. 

^ Cf. Dr. Bowley’s observation ; ** The values included in inoomes are values 
in exchange, which are dependent, not only on the goods or services in question, 
but also on the whole complex of the income and purchases of the whole of a 
society. . . . The numerical measurement of totd national income is thus 
dependent on the distribution of income and would alter with it'* {Ths 
Meamremcni qf Social Phencniena, pp. 207-8). Cf. also Stamp, BriiM 
^^f^conui omd PropoHj^ pp. 419-20. 
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the point of view of period II. Most causes, in short, will 
increase the dividend from both points of view or diminish 
it from both points of view. Usually, therefore, we can 
say, without circumlocution or complicated reference to two 
points of view, that a given cause either has! or has not 
increased the size of the national dividend. 1 The defect 
in our definition is thus not a fatal defect! Moreover, 
continued reflection fails to reveal any other definition that is 
not even more defective. In spite, therefore, of Wl that has 
been said, I propose, for the purposes of this voluihe, to define 
an increase in the size of the dividend for a group of 
given numbers as follows. From the point of view of 
period 1. an increase in the size of the dividend is a change 
in its content such that tastes in period II. were the same 
as those prevailing in period I. and if the distribution of pur- 
chasing power were also the same as prevailed in period I., 
the group would be willing to give more money to conserve 
the items added in period II. than they would be willing 
to give to conserve the items that are taken away in period 11. 
Waiving the distinction, discussed in Chapter IT., between 
desire and the satisfaction that results when a desired thing 
is obtained, we may state the above definition alternatively 
thus. From the point of view of period I. an increase in 
the size of the dividend for a group of given numbers is a 
change in its content such that, if tastes in period II. were 
the same as those prevailing in period I., and ^the distribution 
of purchasing power were also the same as prevailed in 
period I., the economic satisfaction (as measured in money) 
due to the items added in period II. is greater than the 
economic satisfaction (as measured in money) due to the 
items taken away in period II. From the point of view of 
period II. an increase in the dividend is defined in exactly 
analogous ways. From an absolute point of view an increase 
in the size of the dividend is a change which constitutes an 
increase from both the above two points of view. When, of 
two dividends, one is larger from the point of view of one 
period and the other from that of the other, the two are, from 
an absolute point of view, incommensurable. 

§ 8. Hitherto we have been concerned with groups con- 
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taining equal numbers. As between groups of different sizes 
a direct comparison of dividends would be of little service. 
We .may, however, in imagination reduce the numbers — all 
classes of persons being treated equally — in the larger group 
in the proportion required to make it equal to the smaller 
group, and reduce its money income in an equal proportion. 
The dividend of the group so obtained may then be compared, 
on the lines of the preceding analysis, with that of the smaller 
group. The result is roughly a comparison of the per capita 
dividends of the two original groups. 



CHAPTEK VI 


THE MEASUREMENT OF CHANGES IN THE SIZS^ OF THE 
NATIONAL DIVIDEND 

§ 1. The discussion of the preceding chapter has provided us 
with a criterion by which to decide whether the national 
dividend of one period is larger or smaller than the national 
dividend of another period from the point of view of one or 
other of the periods. But to provide a criterion of increases 
and decreases in the size of anything is not to provide a 
measure of these changes. We have now to study the problem 
of devising au appropriate measure. 

§ 2. Our criterion of increase from the point of view of 
any period being that, with the tastes and distribution of that 
period, the money demand for the things that have been 
added to the dividend exceeds the money demand for the 
things taken away from it, it is natural to suggest that we 
should employ as a measure of increase, from the point of view 
of the period, the proportion in which the aggregate money 
demand for the things contained in the dividend of that period 
(in the sense of the amount of money that people would be 
willing to give rather than do without those things) exceeds 
the aggregate money demand for the things contained in the 
dividend of the other period. A measure of this kind would 
conform exactly to our criterion. We should have two figures, 
one giving the change from the point of view of the tastes 
and distribution of period I. and tlie other that from the point 
of view of the tastes and distribution of period II. Plainly, 
given the criterion decided upon in the last chapter, this h 
the measure that we should adopt if we were able to do so. 

§ 3. Unfortunately, however, this type of measure is 
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altogether impracticable. In the way of it there stands, as a 
final obstacle, the fact that the aggr^ate money demand for 
the things contained in the dividend of any period, in the 
sense explained above, is an unworkable conception. It 
involves the money figure that would be obtained by adding 
together the consumers’ surpluses, as measured in money, 
derived from each several sort of commodity contained in 
the dividend. As Marshall has shown, however, the task of 
adding together consumers’ surpluses in this way, partly on 
account of the presence of complementary and rival commodities, 
presents difficulties which, even if they are capable of being 
overcome in theory by means of elaborate mathematical 
formulae, are certainly insuperable in practice.^ Even 
apart from these remoter complications, it is evident that no 
measure of the kind contemplated could be built up which 
did not embrace among its terms the elasticities of demand 
for the various elements contained in the dividend, or, more 
exactly, the forms of the various demand functions that are 
involved. These data are not, and are not likely, within any 
reasonable period of time, to become, accessible to us. Any 
type of measure which involves the use of them must, 
-herefore, be ruled out of court. 

§ 4. Continuing along the line of thought which this 
mnsideration suggests, we are soon led to the conclusion that 
the only data which there is any serious hope of organising 
m a scale adequate to yield a measure of dividend changes 
ire the quantities and prices of various sorts of commodities. 
There is nothing else available, and, therefore, if we are to 
construct any measure at all, we mu^ use these data. Our 
problem then becomes : in what way, if at all, is it possible, 
cut of them, to construct a measure that will conform to the 
dednition of changes in the size of the dividend that was 
Bached in the last chapter ? An attempt to solve this 
problem falls naturally into three parts: first, a general 
inquiry as to what measure would conform most nearly to 
that definition if all relevant information about quantities and 
prices were accessible j secondly, a mathematical inquiry as to 
^hat practicable measure built up from the sample information 
* PHntfpim ^Semomkt, pp. KLS, ^taoto. 
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about quantities and prices that we can in fact obtain would 
approximate most closely to the above measure ; thirdly, a 
mixed general and mathematical inquiry as to htno rdiahk 
the practicable measure, as an index of the above measure 
is likely to be. | 

§ 5. In attacking the first and most fundamental of these 
issues we have to admit at once that complete success is 
unattainable. According to the definition of me last chapter, 
the national dividend will change in one way ifrom the point 
of view of a period in which tastes and distribu^on are of one 
sort, and in a different way from that of a period in which 
they are of anotlier sort. In order to conform with this, 
our measure of change would need to be double, being ex- 
pressed in one figure from the point of view of the first 
period, and, if tastes and distribution were different in the 
two periods, in another figure from the point of view of the 
second period. A measure built up on quantities and prices 
only cannot possibly answer to this requirement. For, though 
we may know the quantities and prices that actually ruled in 
period I., when tastes and distribution were of sort A, and 
the quantities and prices that ruled in period II., when tastes 
and distribution were of sort B, we cannot possibly know 
either the quantities and prices which would have ruled in 
period I., if tastes and distribution had then been of sort 
B, or those which would have ruled in period II., if tastes 
and distribution had then been of sort A. Hence, the utmost 
we can hope for is a measure which will be independent 
of what the state of tastes and distribution actually is in 
either of the periods to be compared, but which will always 
increase when the content of the dividend has changed in 
such a way that economic welfare (as measured in money) 
would be increased whatever the state of tastes and distribution, 
provided only that this was the same in both periods. Even 
if the whole of the data about quantities and prices were 
accessible to us, it would be impossible to construct a measure, 
based on these data alone, confor ming more closely then 
this to our definition ; and, plainly, this degree of conformity 
is very incomplete. 

§ 6. So much being understood, let us turn to the probleffl 
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of constructing from full data a measure — vre may call it 
from henceforth the full -data measure — that will conform 
as closely as possible to the modest ideal specified in the 
preceding section. What is required is a measure which will 
show increases in the size of the dividend whenever its 
content is changed in such a way that, in terms of the money 
of either period,^ for a group of given size with constant tastes 
and distribution, the money demand for the items that have been 
added is greater than the money demand for those that have 
been subtracted ; * or, in other words, that the economic satis- 
faction (as measured in money) obtained by the group in the 
second period is greater than it was in the first period. It is 
not, of course, required that, if, when the excess of economic 
satisfaction (as measured in money) is E, our measure shows 
an increase of 1 per cent, it shall, when the excess of economic 
satisfaction (as measured in money) is 2E, show an increase of 
2 per cent This is not only not necessary, but, in the special 
case of a dividend consisting of one sort of commodity only, 
it would even lead to paradoxical results. It is required, 
however, that, when the excess of economic satisfaction (as 
measured in money) is E, our measure shall show some increase, 
and that, when the excess of economic satisfaction (as measured 
in money) is more than E, it shall show a greater increase 
than it does when the excess is K This is the framework 
within which our construction must be made. The problem 
is to discover what construction will best fulfil the purpose 
that has been specified.’ 

^ These words are necessary to take account of the fact that, if the sfSfre* 
gate money income of our gronp be altered, a second period £ will not be 
the same thing as a first period £. 

^ It is perhaps well to repeat here in symbols what has been stated 
previously in words, that, the equation of the demand curve for any commodity 
being pa0(ai), the money demand for an increment of h nnits means, not 

(as + h)^x + A) - as^as)}, but j ^as) - r ^as). 

* Professor Irving Fisher, in his admirable study of The Making Index 
Jmnfters, appears to take the view that there is a way of making measures 
pt this sort which is right in an absolute sense, and not merely in the sense that 
>t will yield a measure consonant with the particular purpose which we 
want the measure to serve. Having exunined a great many difibrent sorts 
of index numbers, he found that, after those suffering from definite defects 
Of a technical sort had ^n eliminated, the remainder, though formed on widely 
nifferent plans, gave ap|uoxlmatoly equivalent resnlts, and concluded : "Humanly 
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§ 7. In the first of any two periods that we wish to com 
pare any group of given size expends its purchasing powei 
upon one collection of commodities, and in the second on e 
different collection. Each collection must, of course, be sc 
estimated that the same thing is not counted twice over, thal 
is to say, it must be taken to include direct i^rvices renderec 
to consumers — e.g. the services of doctors, finished consum. 
able articles, and a portion of the finished dupable machinei 
produced during the year,^ but not the raw m'lpterials or the 
services of labour that are embodied in these things, and not 
of course, “ securities." Let us, at this stage, ignore the fact 
that in one of the collections there may be some newly in- 
vented kinds of commodity which are not represented at all 
in the other. The first collection, which we may call Cj, 
then embraces y^, . . . units of various commodities; 

and the second collection, Oj, embraces ajj, y*. • • • units 

of the same commodities. Let the prices per unit of these 
several commodities be, in the first period, a^, e^, . , . 

■peaking, then, an index number is an absolutely accurate instrument ” (p. 229). 
Now, the close consilience of the results reached by different methods imdoubtedlj 
suggests to the mind that there exists somewhere an absolutely right result 
to which they are all approximating. But there ia, so far as I can see, no real 
ground for accepting this metaphysical suggestion. Consider the analogy of a 
measure designed to ascertain the average height of a group of trees. It is ess; 
to find the arithmetical, the geometrical, or any other average of their heights. 
In many conditions all ordinary forms of average will work out very nearly th« 
same. But this is no proof that there is stored up in heaven an ideal average 
height different from these and, in an absolute sense, more accurate or truer than 
any of them. There is a true arithmetioal average, a true geometrical average, 
a true harmonic average ; but the concept of an archetypal average right 
in an absolute sense is, as it seems to me, an illusion. When we want to 
satisfy a given purpose it is proper to ask ; Will the arithmetioal or the geo- 
metrical average beat serve our purpose f If the two averages happen to bo 
nearly the same, we are in the happy position that it does not much inattor 
should we accidentally choose the wrong one. But we cannot properly »y 
more than this. There is some reason to believe, however, tba^ when Professor 
Fisher claims that the choice of the formula for a price index number is indo 
pendent of the purpose to bo served, ho is using the term purpose in a narrower 
sense than n^ine, and would not disagree with what is here am. 

* This is necessary in order to conform to the definition of ttre nations 
dividend given in Chapter III. Had we defined the dividend so that it included 
only what is actually consumed during the year, no maohines would come lute 
it. On our definition we ought strictly to include all new machinnry and 
over and above what is required to maintain oaiutal intact, mimu an allowance 
for that part of the value of this maohinety and plant that is used op •* 
fffodudng consumable goods during the year V . 
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and, in the second period, ^ Let the i^gregate 

money income of our group, in the first period, be Ij, in the 
second Ij. The following propositions result : 

1. If our group in the second period purchased the several 
commodities in the same proportion in which it purchased 
them in the first period, that is to say, if it purchased in both 
periods a collection of the general form Cj, its purchase of each 
commodity in the second period would be equal to its purchase 
of each commodity in the first period multiplied by the fraction 

Ij sTjCj + yA + V2 + * 

2. If our group in the first period purchased the several 
commodities in the same proportion in which it purchased 
them in the second period, that is to say, if it purchased in 
both periods a collection of the general form Cj, its purchase 
of each commodity in the second period would be equal to its 
purchase of each commodity in the first period multiplied by 
the fraction 

Ja + yA Vi + • ♦ • 

XjOj + yjfej + iTjCj + . . 

On the basis of these propositions, provided that a certain 
assumption is made, our problem can be partially solved. 

§• 8. If in period II. a single man who had been purchasing 
a collection of the form Cj, i.e. made up of elements in the 
proportions (x^, y,, x, . . .), chose instead to purchase a 
llection of the form Cj, it is certain that his action would 
leave prices unchanged, so that he could buy the items in his 
new collection at prices a^, Jj, Cj, . . . An analogous pro- 
position holds of a single man in period I. who should choose 
shift from a collection of form Gj to one of form But, 
v'hen it is the whole of a group, or, if we prefer it, a 
fepresentative man, who shifts his consumption in this way, 
^t is no longer certain that prices would be unaffected. If the 
roup in period II. shifted from a collection of form 0, to one 

form Oj, it would have to pay, let us suppose, prices 
y* V* y* lo nice manner, if the group in period L shifted 
rom a collectton of form 0, to one of form 0,, it would have to 
►ay prices a*, e*. The assumption referred tQ at the end of 
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the preceding section is that {a5ja/ + +• + . . .} is 

equal to {»!«;, + {^gS^ + ^sV 

+ »jc/+ . . .} is equal to {a!,aj + yA + Vg+ • • •}• This 

means that the group in period II. could then, ifj it chose, buy 
as much of a C^ collection, in spite of the shift ofl prices caused 
by its decision to do this, as it would have bem able to do 
had that decision caused no shift of prices j ^d that an 
analogous proposition holds of the group in period I. If all 
the commodities concerned were being produced under 
conditions of constant supply price, the above assumption 
would conform exactly to the facts. In real life, with a large 
number of commodities, it is reasonable to suppose that the 
upward price movements caused by shifts of consumption 
would roughly balance the downward movements ; so that, in 
general, our assumption will conform approximately to the 
facts. It is important to remember, however, throughout the 
following argument, that this assumption is being made. 

§ 9. Let us begin with the case in which both the fractions 
set out in § 7 lie upon the same side of unity; they are 
either both greater than unity or both less than unity. If 
they are both greater than unity, this means that our group, 
if it wishes, can buy more commodities in the second period 
than in the first, whether its purchases are arranged in the 
form of collection or in that of collection Cj. Hence the 
fact that in the second period it chooses the form Cj proves that 
the economic satisfaction (as measured in money) yielded by 
what it then purchases in the form Cj is greater than the 
economic satisfaction (as measured in money) that would be 
yielded by a collection of the form Oi larger than the collection 
of that form which it purchased in the first period.^ A fortiori, 
therefore, it is greater than the economic satisfaction (as 
measured in money) that would be yielded by the actual col- 
lection of the form Cj which it purchased in the first period. 

* This proposition and the results based upon it dej^end on the condition 
that our group is aUe to buy at the ruling price the quantity of any commodity 
which it wishes to buy at that price* When official maximum prices have been 
fixed, and people's purchases at those prices are restricted, either by a process 
rationing or by the fact that at those prices there is not enough of the commodity 
to satisfy the demand, this condition is, of course, not realised* During the 
Great War the situation was further complicated by the fact that the legril pricei 
were often departed from — at least in Germany — in practice* 
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But, since tastes and distribution are unaltered, the economic 
satisfaction (as measured in money) that would be yielded by 
the actual collection in the second period is equal to the 
economic satisfaction (as measured in money) that was yielded 
by the actual collection in the first period. Hence, if both our 
fractions are greater than unity, it necessarily follows that 
the economic satisfaction (as measured in money) yielded by 
the collection Cj bought in the second period is greater than the 
economic satisfaction (as measured in money) yielded by the 
collection Cj bought in the first period. By analogous reasoning 
it can be shown that, if both the above fractions are less than 
unity, the converse result holds good. In these circumstances, 
therefore, either of the two fractions 

^ 3^1 '** • • * Qy y^\ ^ 2^1 "^ * • * 

II + + % • • • II *2®2 + y2*2 + V2+ • • •* 

or any expression intermediate between them, will satisfy the 
condition, set out in § 6, which our measure is required to fulfil 
as a criterion of changes in the volume of the dividend. 

§ 1 0. In the above circumstances, therefore, the condition we 
have laid down does not determine the choice of a measure, 
but merely fixes the limits within which that choice must 
lie. The width of these limits depends upon the extent to 
which the two fractions differ from one another. In some 
conditions there exists between them a relation of approximate 
equality. Thus, during the later nineteenth century, the 
dominant factor in the Englishman’s increased capacity to 
obtain almost every important commodity was one and the same, 
namely, improved transport ; for a main part of what improve- 
ments in manufacture accomplished was to cheapen means of 
transport. In other conditions the difference between the two 
'fractions is considerable. Illustrations that would be directly 
applicable might perhaps be found. I must content myself, 
however, with one drawn, not from an inter-temporary com- 
parison of two states of the same group, but from a contemporary 
omparison of the states of two groups. This illustration is 
only relevant to the present purpose on the unreal assumption 
that English and German workmen’s tastes are the same and 
that their purchases differ solely on account of differences in 
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theii income and in the prices charged to them. It is 
taken from the Board of Trade’s Beport on the Cost of Idvi/ng 
in German Towns. The Report shows that, at the time, when 
it was made, what an English workman customarily consumed 
cost about one-fifth more in Germany than in England, while 
what a German workman customarily consunied cost about 
one-tenth more in Germany than in England.^ I If, then, the 
letters with the suffix 1 be referred to Englisli^ consumption 
and prices, and those with the suffix 2 to German\ consumption 
and prices, 

+ yA + Vs 120’ ssjaa + + Vs 

§ 11. Though our condition, in the class of problem so far 
considered, only fixes these two limits within which the measure 
of dividend changes should lie, considerations of convenience 
suggest even here the wisdom of selecting, though it be in 
an arbitrary manner, some one among the indefinite number 
of possible measures. When we proceed from this class of 
problem to another more difficult class, the need for purely 
arbitrary choice is narrower in range. It sometimes happens 
that one of the above two fractions is greater than unity and 
the other less than unity. Then it is clear that both of them 
cannot indicate the direction in which the economic satisfaction 
(as measured in money) enjoyed by the group has changed. 
Ill the second period, let us suppose, the group’s later 
' income commands a larger amount of the collection of form C, 
than its earlier income commanded ; but it commands a smaller 
amount of the collection of -form Cj than its earlier income 
commanded. In these circumstances common sense su^ests 
that, if the fraction 

+ Vi-*- « > > 

Ij + y A + + . . . 

\ 

falls short of unity by a large proportion, while the fraction 

Ij a!^, + yA + *t‘ii+ . . . 

exceeds unity only by a small proportion, the economic 

' [Od. 4082], pp, vfi «4 xlv. 
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satisfaction (as measured in money) enjoyed by our group has 
probably diminished; and that, if conditions of an opposite 
character are realised, it has probably increased. A like in- 
ference, it would seem, may be drawn, though with less con- 
fidence, when one fraction differs from unity in only a sliyhtly 
greater proportion than the other. If this be so, the economic 
satisfaction — ^it will be understood that we are speaking of satis- 
faction as measured in money — obtained by our group probably 
decreases or increases in the second period according as either 

\ 1 ^ • > ♦ 

Ii ariUj + + SjCj + ... Ij iCgO, + + Vs + • • • 

or any power of this expression, or any other formula which 
moves more or less as it does, is greater or less than unity. 
Any fraction constructed on these lines will, therefore, 
satisfy the conditions required of our measure. 

§ 12. In former editions of this work the above common- 
sense view was defended by direct analysis as follows. If 
1 , . ■ ■ 

Ij Vs + y A + + • • •! 

is less than unity by a large fraction, this means that, were 
our group to purchase in the second year a collection of the 
form its purchases of each item would be less by a large 
percentage than they were in the first year, and therefore — 
tastes and distribution being unchanged — it would probably 
enjoy an amount of satisfaction less than in the first year 
by a large amount, say by K^. The fact that, instead of 
doing this, it purchases in the second year a collection of the 
form Cj, proves that the satisfaction yielded by its purchase of 
this collection in the second year does not fall short of that 
yielded by its purchase of the other collection in the first 
year by more than In like manner, if 
I, . . . 

Ij Va yA * * • 

is greater than unity by only a small fraction, this means 
that, were our group to purchase a collection of the form 
^2 in the first year, its purchases of each item would be 
less by only a small percentage than they are in the second 
year, and — tastes and distribution being unchanged — ^it would 
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probably enjoy an amount of satisfaction less than in the 
second year by only a small amount, say K,. Hence, the 
satisfaction yielded by the collection actually purchased in 
the second year does not exceed that yielded bjj the collection 
actually purchased in the first year by nmre than K^. 
Since, therefore, in view of the largeness of El relatively to 
Kg, there are more ways in which the satisfaction from the 
second year’s purchase can be less, than there \ are ways in 
which it can be more, than the satisfaction frbm the first 
year’s purchase, and since, further, the probability of any one 
of these different ways is prima fousU equal to that of any 
other, it is prohalle that the satisfaction from the second year’s 
purchase is less than that from the first year’s. This line of 
reasoning now seems to me to depend on a priori probabilities 
in a manner that is not correct. It is necessary to look at 
the matter more closely. To this end let us write 

for the quantity of collection Cj obtainable (and 
obtained) with the then income in period I. : 

for the quantity of collection Cj obtainable with the then 
income in period II. : 

Tj for the quantity of collection Cj obtainable with the then 
income in period I. : 

r^ for the quantity of collection Cj obtainable (and 
obtained) with the then income in period II. : 
and ^(jg), r(rj) and F(rg) for the quantities of satis- 

faction (as measured in money) associated with these several 
actual and potential purchases. 

We are given that 


Ji>?* 

rs>ri 


(1 
(2 

(3) 


Then, since of Cj is preferred in period I. to rj of Cj, 
we know that <^(?i)>F(rj). In like manner we know that 
F(rj)><^( 2 'j). Further, from (1) and from (2) 

F(r,)>F(rj). 

Write ^?i) = F(ri) + A 

%2)=<K?2) + B 
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Thus A, B, H and K are all positive, and, by simple trans- 
position, - FCrj) s= ^(A- B-f H - K). The inequality (3), 

at all events if the excess of ^ over ^ is considerable, permits 

U h 

us to say that probaibly H>E. But we know nothing about 
the values of A and B. The so-called principle of non- 
suf&cient reason does not entitle us to educe out of this 
nescience the proposition that prdbdbly (B - A)<(H - K). It is 
only, however, with the help of some such proposition that we 
can infer that is probably >Yir^. Hence no general 

proof of our common-sense view is possible. It is true that. 


the larger the excess of ^ above the more likely it is that 

satisfaction in the second period will be less than satisfaction 
in the first ; but we cannot specify any values for these 
quantities in respect of which satisfaction in the second 
period is more likely than not to be less than satisfaction in 
the first. As Mr. Keynes puts it, “ We are faced with a problem 
in probability, for which in any particular case we may have 
relevant data, but which, in the absence of such data, is 
simply indeterminate.”^ 

§ 13. If this conclusion is correct it follows that, when 
of the expressions 

+ + ■ ■ . 

*102 + yi^g + + • • • 

Ig ®g®l + ^2^1 + ^2^ + • • • . i. J, 

I ■ TaTvI ^16 + “ greater and 

the other less than unity, there is no intermediate expression 
of which we can say in general terms that the economic satis- 
faction obtained by our group probably increases or decreases 
in the second period according as the expression is greater 
or less than unity. Nevertheless, when both our limiting 
expressions are on the same side of unity, so that there is no 
doubt as to whether economic satisfaction, as between the 
two periods, has increased or diminished, it is practically much 
lore convenient to write down some single expression inter- 
lediate between the two limiting expressions rather than 
t>oth of these. There are an infinite number of intermediate 




and 


^ A TrttUim m ifoiwy, voL L p. 112. 
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expressions available. In making our choice among them, since 
there is no deeper ground of preference, we may, as Mr. Keynes 
writes, “legitimately be influenced by considerations of algebraical 
elegance, of arithmetical simplicity, of labour-jiving, and of 
internal consistency between different occasiohs of using a 
particular system of short-hand.” ^ It is thus, I surest, proper to 
make use of the two fundamental tests of technical excellence 
in price index numbers — for, of course, the measure we are seek- 
ing is simply the reciprocal of a price index number Multiplied by 
the proportionate change that has taken place in money incomes 
— which Professor Irving Fisher has brought into prominence. 
First, the formula chosen should be such that “ it will give the 
same ratio between one point of comparison and the other point, 
no matter which of the two is taken as base.” * If, calculated 
forward, it shows that in 1910 prices were double what they 
were in 1900, it must not, as a so-called unweighted arith- 
metical index number of the Sauerbeck type would do, show, 
when calculated backwards, that in 1900 prices were some- 
thing other than half what they were in 1910. Secondly, 
the formula chosen should obey what Professor Fisher calls the 
factor-reversal test. “ Whenever there is a price of anything 
exchanged, there is implied a quantity of it exchanged, or 
produced, or consumed, or otherwise involved, so that the 
problem of an index number of prices implies the twin problem 
of an index number of quantities. ... No reason can he 
given for employing a given formula for one of the two factors 
which does not apply to the other.”* Hence, the formula 
chosen should be such that, assuming the aggregate money 
values of all the commodities we are studying to have moved 
between two years from E to (E -f «), then, if the formula, as 
applied to prices, gives an upward movement from P to (P-fi’) 
and, as applied to quantities, an upward movement from Q to 

(Q + 2)» 

;-p — 1. lo 

Besides conformity with these tests we may also properly 

‘ A TreaHte on Money, vol. i. p. 118. 

• UTie Making of Index Nembm, 84. 

• lot, eU. pp. 72 tad 74. 



OH. Ti MEASUEEMENT OF NATIONAL DIVIDEND 69 

require in our measure simplicity of structure and convenience 
of handling. These various considerations taken together 
point, on the whole, to the formula 

^ + . . . + 

Ii V x^gj + ^ x^Cj + y^d, + -T 

as the measure of change most satisfactory for our purpose. The 

portion of this expression to the right of ^ is the reciprocal 

of that form of price index number to which Professor Fisher 
assigns the first prize for general merit, and which he pro- 
poses to call " the ideal index number.” ^ 

§ 14. The formulae discussed so far, alike the limiting 
formulae and the intermediate formula, have been built up on 
the tacit assumption that no commodities are included in 
either of the collections Cj and Cj, which are not included in 
both. If, therefore, a commodity is available for pur- 
chase in one of any two years but not in the other, 
the satisfaction yielded by this commodity in the year 
in which it is purchased is wholly ignored by these 
measures. So far then as “ new commodities ” are introduced 
between two periods which are being compared, the measures 
are imperfect This matter is important, because new com- 
modities, in the sense here relevant, embrace, not merely 
commodities that are new physically, but also old commodities 
that have become obtainable at new times or places, such 
as strawberries in December, or the wheat which railways 
have introduced into parts of India where it was formerly 
unknown. Obviously, we must not count December straw- 
berries along with ordinary strawberries, and so make inven- 
tions for strawberry forcing raise the price of strawberries, but 
must reckon December strawberries as a new and distinct 
[Commodity. Since, however, new commodities seldom play 
an important part in the consumption of any group till some 
little while after they are first introduced, the imperfection 
^ue to this is not likely to be very serious for comparisons 
between two years that are fairly close together. We can 


* Making Itidu p. 842. 
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ignore the existence of the new commodities and confine our 
calculations to the old ones without serious risk of invalidat- 
ing our results. As between distant years, however, in the 
later of which a great number of important codunodities may 
be available that did not exist at all in the earlier ones, 
a measure that ignored new commodities woind be almost 
worthless as a gauge of changes (as defined in Me preceding 
chapter) in the size of the national dividend.^ Unless, there- 
fore, some way can be found of bringing these' things into 
account, the hope of making comparisons over other than 
very short intervals must, it would seem, he abandoned. A 
way out of this impasse is, however, available in the chain 
method devised by Marshall.* On this method, the price 
level of 1900 is compared with that of 1901 on the basis of 
the commodities available in both those years, new com- 
modities introduced and old commodities dropped out during 
1901 being ignored ; the price level of 1901 is then compared 
with that of 1902, the new commodities of 1 901 this time being 
counted, but those of 1902 ignored ; and so on. Thus we may 
suppose prices in 1901 to be 95 per cent of prices of 1900; 
those of 1902, 87 per cent of those of 1901 ; those of 1903, 
103 per cent of tliose of 1902. On this basis we construct a 
chain, the price level of 1900 being put at 100. With the 
above figures the chain will be : 


1900 

• 

. 100 


1901 

1902 


95 

/. 95 X 87\ 


82-6 

100 ) 

190S 



/. 82 6 X 103 


85 

100 


When the reciprocals of these price indices, which obviously 

^ Similar considerations suggest that the existence of " new oommodities," 
or rather, in this case, different commodities, is a more serious obstacle in 
way of comparing two distant than two neighbonring places, because it is mi® 
more likely that one of the two distant places (e.g, a tropical as against * 
polar region) than it is that one of the two neighbouring places will puroh^ 
commodities that are not known in the other. As between distant pieces tw 
chain method, about to be described, could theoretically be applied via a cbstt 
of intermediate places; but practically this method of comparison 
probably prove unworkable. 

* Of. Marshall, ConUmporarg lt$vkw, Mardb 1887, p. 871, ato. 
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constitute indices of the purchasing power of £1, are put 
into our measure of the national dividend, we obtain an 
instrument by which years, too distant from one another to 
be effectively compared by any direct process, can be com- 
pared by a chain of successive stages. It is as though we 
were unable to construct any measuring rod capable of main- 
taining its shape if carried more than 100 miles. It would 
then be impossible to make any direct comparison between 
the height of the trees in places 1000 miles apart. But, by 
comparing the trees at the first mile with those at the 100th 
mile, these with those at the 199th mile, and so on con- 
tinually, it would be possible to make an indirect comparison.' 
It must, indeed, be conceded that, if the successive individual 
comparisons embodied in the chain method, each of which 
admittedly suffers from a small error, are likely for the most 
part to suffer from errors in the same direction, the cumulative 
jerror as between distant years may be large. Were people 
^ [ually likely to forget how to make things now in use as to 

1 Professor Fisher does not, as it seems to me, take sufficient account of 
is aspect of the chain method. If there were no new commodities to be 
iisidered, or if new commodities as between distant years were unimportant, 
should not quarrel with his |X)sitiou. It would then be true, as he argues, 
at, in a comparison of 1900 and 1920, our index number should be based 
rectly on the prices and quantities ruling in those two years, and that the 
ices and quantities ruling in 1910, which, if the chain method were used, 
)uld be involved, are irrelevant, and resort to them a source of error. It is 
sy to see, for example, that, if the jKJsition of 1900 as to quantities and 
ices is exactly repeated in 1920, an index made on the chain method would 
obably not give, as it ought to do, a number for 1920 equal to that for 1900. 
)f. TJie Jteview of JSconomic Statistical May 1921, p. 110.) But if, say, half 
e expenditure in 1920 is on commodities that did not exist in 1900, a chain 
mparison is no longer an inferior sul^titute for a direct comparison : it is the 
dy sort of comparison that it is possible to make at all. For this reason it 
ems to me on the whole best that, in constructing a series of index numbers, 
e should employ the chain method, and not the method of calculating a 
imber for each year relative to one (the same) base year. In the absence of 
Jw commodities the issue would be balanced, because, whereas the chain 
ethod gives perfectly correct results only as between successive years, the 
her method — except with constant-weight formulae, which are inadmissible 
i other grounds— gives perfectly correct results only as between the base year 
m each other year. But the argument from new commodities tips the scale 
favour of chain series. Of course, if, having constructed a chain scries, we 
sire a more special oomparison between two years (other than successive 
6 if# wi between those years, the **new commodity*' 

happens to be unimportant, it will be well to calculate a new number 
^ctly for this purpose instead of using tiie series number. (For Fisher's 
pw compare Ths ttf Indm p. 808, etc.) 
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invent new things, a large oumnlative error would be unlikely. 
But, in fact, we know that the great march of inventive pro- 
gress is not offset in this way. Hence the errors introduced 
by the chain method are likely to be predominantly in one direc- 
tion, in such wise that, if the method, as between two distant 
years, gives equal purchasing power for the £, it is probable 
that the £ really brings more satisfaction to the representa- 
tive man of given tastes in the later year that in the earlier. 
Consequently, if our chain measure in 1900 ga^e 90 as the 
index of a £’s purchasing power, and gave 100 ak the index 
in 1920, even though meanwhile a large number of new com- 
modities had been introduced and old commodities abandoned, 
we might confidently infer that, in the conditions postulated 
in § 5, the amount of economic satisfaction carried to our 
group by a £ was larger in 1920 than it had been in 1900. 
But, if these indices were reversed, we could not infer with 
equal confidence — indeed, unless the fall of the index were 
very great, we could not infer with any confidence-y-that the 
sum of economic satisfaction carried by a £ was smaller in 
1920 than in 1900. 

§ 15. We now turn to the second main problem of this 
chapter. The formula of § 1 3 is the one we should select if 
our choice was completely free. But it cannot be employed 
in practice because, in order to construct it, a great deal 
of information would be necessary which is never in fact 
available. It is, therefore, necessary to construct, from such 
information as we can obtain, a model, or representative, 
measure that shall approximate to it as closely as possible. 

Our full-data measure, apart from its multiplier ^ represent- 

ing change of income, is built up of two parts : the reciprocal 
of the price change of the collection Cj (containing quantities 
of different commodities equal to x^, y^, . . .) and the 

reciprocal of the price change of the collection 0, (containing 
quantities equal to ajj, y^, z^, . . .). Our approximate measure 
will, therefore, also be built up of two parts constituting 
approximations to the price changes of Oj and of 0^ respectively 
By what use of the method of sampling can these approxima- 
tions best be made ? 
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§ 16. Whatever be the collection of commodities with 
which we are concerned, whether it be that purchased at any 
time by people in general, or by artisans, or by labourers, or 
by any other body of persons, it is likely to contain com- 
modities drawn from several different groups, the broad char- 
acteristics of whose price movements are different. A good 
sample collection should contain representatives of all the 
groups with different characteristics that enter into the national 
dividend, or of that part of it which we are trying to 
measure.^ Unfortunately, however, practical considerations 
make it impossible that this requirement should be satisfied, 
and even make it necessary that resort should be had to 
commodities that do not themselves enter into the purchases 
of ordinary people, but are, like wheat and barley, raw materials 
of commodities that do. For the range of things whose prices 
we are able to observe and bring .into our sample collection 
is limited in two directions. 

First, except for certain articles of laige popular consump- 
tion, the retail prices charged to consumers are difficult to 
ascertain. Giffen once went so far as to say ; “ Practically it 
is found that only the prices of leading commodities capable of 
being dealt with in large wholesale markets can be made use of.” 
This statement must now be qualified, in view of the studies of 
retail prices of food that have been made by the Board of Trade 
and the late Ministry of Food, but it still holds good over a con- 
siderable field. Even, however, when the difficulty of ascertain- 
ing retail prices can be overcome, these prices are unsuitable 
for comparison over a series of years, because the thing priced 
is apt to contain a different proportion of the services of the 
retailer and of the transporter, and, therefore, to be a different 
thing at one time from what it is at another. ** When fresh 
sea fish could be had only at the seaside, its average price 

’ Professor Mitchell writes ; *' The sluggish movement of menufsotured goods 
&nd of consumers’ commodities in particular, the capricious jumping of farm 
products, the rapidly increasing dearness of lumber, etc., are all part and parcel 
of the fluctuations which the price level is aotuaJly undergoing. . . . Every 
restriction in the scope of the data implies a limitation in the significance 
of the results" {JSuUtHn tf Hu U.S.A. Bureau ef Lahour (Statistics, No. 178, 
Pp. 66-7). This is quite correct aa it stands, but it must not be interpreted to 
imply that both finh^ed products and ibe raw materials embodied in Hum sams 
imishod products dumM £• included. 
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was low. Now that railways enable it to be sold inland, its 
average retail price includes much higher charges for distribu- 
tion than it used to do. The simplest plan for dealing with 
this difficulty is to take, as a rule, the wholesale price of a 
thing at its place of production, and to allow full weight to 
the cheapening of the transport of goods, of petsons, and of 
news as separate and most weighty items.” ^ | 

Secondly, it is very difficult to take account Wen of the 
wholesale prices of manufactured articles, because while still 
called by the same name, they are continually \ undergoing 
changes in character and quality. Stilton cheese, once a 
double -cream, is now a single -cream cheese. Clarets of 
different vintages are not equivalent. A third-class seat in a 
railway carriage is not the same thing now as it was forty 
years ago. “ An average ten-roomed house is, perhaps, twice 
as large in volume as it used to be ; and a great part of its 
cost goes for water, gas, aud other appliances which were not 
in the older house.” ® “ During the past twelve years, owing 

to more scientific methods of thawing and freezing, the quality 
of the foreign mutton sold in this country has steadily improved ; 
on the other baud, that of foreign beef has gone down, owing 
to the fact that the supply from North America has practically 
ceased, and its place has been taken by a poorer quality 
coming from the Argentine.” ® The same class of difficulty is 
met with in attetupts to evaluate many direct services — the 
services of doctors, for example, which, as Pareto pointedly 
observes, absorb more expenditure than the cotton industry* 
— for these, while retaining their name, often vary their 
nature. 

It would thus seem that the principal things available for 
observation — though it must be admitted that the official 
Canadian Index Number and more than one index number 
employed in the United States have attempted a wider survey 
— ^are raw materials in the wholesale markets, particularly in 
the large world markets. These things — apart, of course, from 

’ Cf. Marahall, Contemporary Review, March 1887, p. 874. 

* Ihid. p. 876. Of. also Marshall, Money, Credit, and (kmmein*x 
p. 83. 

* Mrs. Wood, Eeonomie Jawmal, 1918, pp. 622>8. 

* (kwre d^konotwk poUtiqw, p. 281. 
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the war — have probably of late years fallen in price relatively 
to minor articles, in which the cost of transport generally plays 
a smaller part ; they have certainly fallen relatively to personal 
services ; and they have probably risen relatively to manufac- 
tured articles, because the actual processes of manufacture 
have been improving. The probable tendency to mutual com- 
pensation in the movements of items omitted from our samples 
makes the omission a less serious evil than it would otherwise 
be. But, of course, the approximation to a true measure is pro 
tanto worsened ; and it is almost certain, since the value of raw 
materials is often only a small proportion of the value of 
finished products, so that a 50 per cent change in the former 
might involve only a 5 per cent change in the latter, that it 
will give an exaggerated impression of the fluctuations that occur. 

Nor does what has just been said exhaust the list of our 
disabilities. For the samples wanted to represent the several 
“collections” is a list, not merely of prices, but of prices 
multiplied by quantities purchased: and our information 
about quantities is even more limited than our information 
about prices. There are very few records of annual output — 
still less of annual purchases — of commodities produced at 
home. Quantities of imports are, indeed, recorded, but there 
are not very many important things that are wholly obtained 
by importation. The difficulty can, indeed, be turned, for 
some purposes, by resort to typical budgets of expenditure. 
Tliese make it possible to get a rough idea of the average 
purchases of certain principal articles that are made by 
particular classes of people. But this method can scarcely 
as yet provide more than rough averages. It will seldom 
enable us to distinguish between the quantities of various 
things which are embodied in the collections representative of 
different years fairly close together. 

§ 17. Let us next suppose that these difficulties have been 
so far overcome that a sample embracing both prices and 
quantities at all relevant periods is available. The next 
problem is to determine the way in which the prices ought 
to be “ weighted." At first sight it seems natural that the 
"’^eights should be proportioned to the quantities of the several 
^mmodities that are contained in the collection from which 
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the sample is drawn. But, in theory at all events, it is some- 
times possible to improve upon this arrangement. For some 
of the commodities about which we have information may 
be connected with some excluded commodities in such a way 
that their prices generally vary in the same sense. These 
commodities, being representative of the others as well as of 
themselves, may properly be given weights in ^cess of what 
they are entitled to in their own right. Thusi ideally, if we 
had statistics for a few commodities, each drawn fiom a different 
broad group of commodities with similar cha^teristics, it 
would be proper to “weight” the prices of \ our several 
sample commodities in proportion, not to their own importance, 
but to that of the groups which they represent. This, however, 
is scarcely practicable. There may be certain commodities 
whose representative character is so obvious that a doctored 
weight may rightly be given to them, but we shall seldom have 
enough knowledge to attempt this kind of discrimination. 
To use our sample as it stands is, in general, the best plan 
that is practically available.* Hence, the full-data measure 
of the price change of the collection Cj being 

a^gg + yi6g -f -I- . . . 

+ ZjC^ + . . .* 

the best available approximation to this will be 

-f . . . 

+ yj5j 

^ This proposition can be proved by means of the principle of inverse 
probability. There are more ways in which a sample that will change in a 
given degree can be drawn from a complete collection which changes in that 
degree than there are ways in which such a sample could be drawn from a 
collection that changed in a different degree. Therefore any given sample 
that has been taken without bias from any collection ia more likely to represent 
that collection correctly as it stands than it would do after being subjected to 
any kind of doctoring. It must be confessed, however, that the question, 
whether a commodity whose price has moved very differently from the main 
part of our sample ought to be included, is a delicate one. The omission of 
extreme observations” is sometimes deemed desirable in the calculation of 
physical measurements. What should be done in this matter depends on 
whether or not a priori expectations, coupled with the general form of o«r 
sample, show that the original distribution, from which the sample is taken, 
obeys some ascertained law of error. Whether they do this or not will often be 
hard to decide. It should be added that the practical effect of omitting extiew® 
observations is only likely to be important when the number of commoditie* 
inclrded in our sample is small ; and that it is just when this number is smw' 
that adequate grounds for exclusion are most difficult to oome by. 
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where the number of terms is limited to the number of 
articles contained in the sample. It follows that the best 
approximation to the full-data measure of dividend change 
set out at the end of § 13 is 

h / ^^+yA+ h+yA+ ■ . 

IiV Xja^ + yjb^+ . . . *202 + ^2*2+ . . 

§ 18. In practice, as has already been hinted, we cannot 
usually find a reasonable sample set of articles, in regard to 
which the quantities of the same articles purchased in each 
of the two periods (or places) we are comparing are known. 
In these circumstances we may have to content ourselves with 
a sample in which quantities are given only for one of the 
years in our comparison. In this case we are forced to trun- 
cate our formula and adopt the form 

^ XyOy -f t • • • 

Ij + . . . 

This is the type of formula (inverted) employed by the British 
Board of Trade in the cost of living index number. Obviously 
a sample of this truncated sort is inferior to a full sample. But 
Professor Fisher’s investigations show that it does not usually 
yield results very widely divergent from those given by the 
full sample. We need not, therefore, attack the very difficult 
question whether there may not be some other formula founded 
on the same data that would give a closer approximation to 
the full sample. 

§ 19. It is, however, desirable at this point to make 
plain the exact relation between the above formula and that 
implicit in a so-called “unweighted” index number such 
as Sauerbeck’s. In that type of index number a certain year 
or average of years is taken as base, the prices of all com- 
modities for this base-year or base- period are put at 100, and 
the prices for other years at the appropriate fractions of 100. 

&x> h» the actual prices in the base -year, and 
% K ^ the actual prices in the other year, the index of a £’a 
purchasing power for this other year will be 

100 -f 100 100 . . . 

100?*+ 100^+ 100^. . . 

^ ^ 
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This is equivalent to the formula given in the preceding 
section if and only if Zi, ... in that formula have 

.. ,, 100 100 100 


values proportioned to 


. That is to say, the 


Sauerbeck formula measures the changes that take place in 
the aggregate price of a collection made up of such quantities 
of each sort of commodity as would, in the base-year or base- 
period, have sold for equal multiples of £100. It is extremely 
improbable that, as a matter of fact, those quanuties were the 
quantities actually sold in the base-year or base-period. There- 
fore, it is only by an extraordinary accident that a formula 
constructed on the Sauerbeck plan with any given year oi 
period as base will coincide with a formula modelled on the 
plan of the preceding section and designed to display the 
changes that occur in the aggregate price of the collection that 
was actually sold in the base-year or base-period. 

§ 20. To what has just been said an obvious corollary 
attaches. We have seen that an index number on the 
Sauerbeck plan is built up with any year or period R as 
base; it measures changes in the aggregate price of a collec- 
tion made up of such quantities of each commodity as in the 
year R would have sold for £100. It follows that, when the 
base is shifted from the year Rj to the year Rg, the coUectior 
whose aggregate price movements are being measured is, ir 
general, altered. Since, then, a different thing is bein^ 
measured, it is to be expected that a different result will ht 
attained; and there is no reason why the results should not 
differ so far that an index number on base Rj shows a rise in 
the purchasing power of money, while a similar number (ol 
the Sauerbeck type) on the base Rj shows a fall. Thus, if 
we have to do with two commodities only, one of whicli 
doubles in price while the other halves, this type of index 
number will show a 25 per cent rise in the price of the two 
together if the first year is taken as base and a 20 per cent 
fall if the second year is taken. An excellent practical 
illustration of this type of discrepancy is afforded by cei'tain 
tables in the Board of Trade publications concerning the 
cost of living in English and German towns respectively. 
In the Blue-book dealing with England the real wages of 



OH. VI MEASUEEMENT OF NATIONAL DIVIDEND 79 


London, the Midlands and Ireland are calculated by means of 
index numbers, in which London (corresponding in our time 
index, say, to the year 1890) is taken as base, and the price 
of consumables and the rents prevailing there are both repre- 
sented by 100. On this plan, prices of consumables and 
rents being given weights of 4 and 1 respectively, the Board 
of Trade found real wages in London to be equal to 
those of the Midlands, and 3 per cent higher than those 
of Ireland. If, however, Ireland had been taken as base, 
the indices of real wages would have been in London 98, in 
the Midlands 104, in Ireland 100. A similar difficulty 
emerges in the Blue-book on German towns. The Board of 
Trade, taking Berlin as base, found real wages higher in that 
city than in any place save one on their list.^ “If the 
North Sea ports, instead of Berlin, had been taken as base, 
Berlin would have appeared fourth on the list instead of 
second, and the order of the other districts would have 
been changed; and, by taking Central Germany as base, 
even greater changes in the order would have been effected.” * 
It is true, no doubt, that largt discrepancies of this sort are 
not likely to occur, except when there are large differences, or, 
as between different times, large fluctuations, in the prices of 
commodities that are heavily weighted. But that fact, though 
practically interesting, is not relevant to my present point. 

§ 21. It may happen in some circumstances that we 
have no knowledge of, and no data for guessing, quantities for 
any of the years we wish to compare, and are, therefore, forced 
back, for the price index number involved in our measure, on 
a sample of price relatives alone without any weights at aUL 
In these circumstances the preceding discussions make one 
thing quite clear. We must not construct our index by 
combining the price relatives in a simple arithmetical average, 
after the manner of Sauerbeck. The paradoxes to which that 
method leads are avoided if either the simple geometric 
mean — this will not work if the price of any of our 
commodities is liable to become nothing! — or the median 
of the price relatives is taken. Professor Fisher has an 

* [Od. 4083], p. xxziT. 

* J. IL Kcyiiaa, Jfeononuie Jenumal, 1908, p. 478. 
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interesting discussion of the comparative advantages of these 
two forms.^ Both are plainly inferior to the weighted 
formula of § 18, where the data required for that formula 
are availabla 

§ 22. In conclusion we have to consider the rdiabUity 
of the various practicable measures which arel available as 
representatives of the full-data measure. Let uslfirst suppose 
that we can obtain a sample of the same genmal form as 
the full-data measure, quantities as well as prices being 
available for both (or all) of the periods that wish to 
compare. Five general observations may then\ be made. 
First, when the sample is drawn from most of the principal 
sets of commodities included in the full-data collection, 
which have characteristic price movements, the probable 
error of our measure will be less than it is when a less 
representative field is covered. Secondly, when the sample 
is large, in the sense that the expenditure upon the items 
included in it comprises a large part of the aggregate expendi- 
ture of our group upon the whole collection, the probable error 
is less than it is when the sample is small. With random 
sampling in the strict technical sense, the reliability increases 
as the square root of the number of items contsuned in the 
sample. Thirdly, when each of the items constituting the full- 
data collection absorbs individually a small part of the aggregate 
expenditure upon that collection, the probable error is less 
than when some of the items absorb individually a large part 
of the total expenditure. Fourthly, when the items included 
in the sample exhibit a small “scatter,” the various prices 
changing as between the years we are comparing in very 
similar degrees, the probable ereor is less than it is when the 
items exhibit a wide scatter. From this consideration it 
follows that the magnitude of the error to which our measure 
is liable is gi*eater — apart altogether from the difficulty of “ new 
commodities” referred to in § 14 — as between distant years 
than as between years that are close together. The reason 
is, as Professor Mitchell, on the basis of a wide survey of 
facts, has shown, that the distribution of the variations in 
wholesale prices as between one year and the next is highly 

^ Of. The Making qf Ifideas Nvmbm, p. 211, «to., and p. 280, fto. 
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concentrated, — ^more concentrated than the distribution proper 
to the normal law of error, — but the distribution of varia- 
tions as between one year and a somewhat distant year is 
highly scattered. “ With some commodities the trend of suc- 
cessive price changes continues distinctly upwards for years 
at a time; with other commodities there is a constant 
downward trend; with still others no definite long-period 
trend appears.” ^ Finally, if we are unable to obtain a sample 
of the same general form as our full-data measure, and have 
to be content with one of the truncated form described in 
§18, our measure will, of course, be less reliable than one 
of equal range of the better type. If we have to do without 
quantities altogether, and must use the simple geometric mean or 
the median of price relatives, the measure will be less reliable 
still. But, it is important to notice, the damage done to 
reliability by the use of an inferior index formula, like the 
damage done by the use of a small sample, is not very great 
when the scatter of price movements between the years we are 
comparing is small or moderate, but may be very great when 
the scatter is large. 

1 U.S. Bulletin 0 / Labour, No. 17S, p. 2S. 
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ECONOMIC WELFARE AND CHANGES IN THE Slk OP THE 
NATIONAL DIVIDEND 

§ 1. It is evident that, provided the dividend accruing to 
the poor is not diminished, increases in the size of the 
aggivgate national dividend, if they occur in isolation without 
anything else whatever happening, must involve increases in 
economic welfare. For, though, no doubt, economic welfare 
as measured in money, and, therefore, the national dividend 
as here defined, might he increased and economic welfare 
in itself — not as measured in money — at the same time 
diminished, if an addition to the supply of rich men’s goods 
was accompanied by a contraction in the supply of poor 
men’s goods, this sort of double change is ruled out by the 
proviso that the dividend accruing to the poor shall not 
he diminished. But it does not follow that every cause, 
which, while leaving the dividend of the poor unharmed, 
increases the size of the aggregate dividend, must bring 
about an increase in economic welfare ; because it is possible 
that a cause which increases the size of the dividend may 
at the same time produce other effects adverse to economic 
welfare. It is desirable, therefore, to inquire how far this 
possibility needs to be reckoned with in practice. 

§ 2. Changes in consumption that come about in conse* 
quence of an increase in facilities for obtaining some of the 
items contained in the dividend are liable to bring about 
changes in taste. But, when any particular kind of commodity 
becomes more readily available the resultant change of taste 
is umUy an enhancement Thus, when machines are sent 
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out on trial, or articles presented in sample -packets, or 
pictures exhibited free to the public, the popular desire for 
these objects tends to be augmented. When public-houses, 
or lotteries, or libraries are easily accessible, the taste for 
drink, or gambling, or literature is not merely gratified, but 
is also stimulated. When cleanliness, or light,^ or model 
dwellings, or model plots of agricultural land are set up, 
though it is only to be seen, and not owned, by the 
neighbours, the object lesson may still succeed and make 
plain superiorities hitherto unrecognised.® Thus, " free 
libraries are engines for creating the habitual power of 
enjoying high-class literature,” and a savings bank, if confined 
to the poor, is an “ engine for teaching thrift.” * In like 
manner the policy of many German cities, in subsidising 
theatres and opera-houses and in providing symphony concerts 
two or three evenings a week at a very small admission 
fee, is an educational policy that bears fruit in increased 
capacity for enjoyment. It is true that an increase in taste 
for one tiling is generally associated with a decline in taste 
for any other things that fulfil the same or a similar purpose, 
e.g. wool as against cotton or a new “ best type ” of motor car 
as against what used to be the best type, and sometimes with 
a decline in taste for other quite disconnected means of 
enjoyment. But it is reasonable, in these circumstances, to 
hold that the provision made for the new taste is likely to 
yield some excess of satisfaction over that made for the old ; 

* Of. Walpole’s account of the way in which the introduction of street lamps 
to an increased demand for illumiuants within the neighbouring houses 
{History of England, i. 86). An elaborate method of advertising electric light 
is quoted in Whyte’s Electrical Industry (p. 67). A company undertakes to 
iustal six lamps in a house free of all charge for a six months’ trial, the house* 
holder paying only for the current that he uses. After the six months, the com- 
pany undertakes to remove the whole arrangement if the customer so desires. 

^ Cf. Miss Octavia Hill's practice of insisting on the cleanliness of the stair- 
«**«* of her houses, and Sir H. Plunkett’s account of the Cork Exhibition, 
1902 {Ireland in the New Century, pp. 286-7). 

® Jevons, Methods of Social Reform, p. 82. It should bo noted, however, 
that Dr. Marshall believes this order of consideration to have a relatively small 
range. He writes: “Those demands, which show high elasticity in the long 
show a high elasticity almost at once ; so that, subject to a few exoep- 
'ons, we may speak of the demand for a commodity as being of high or low 
eiasticuy without specifying how far we are looking ahead” (Pr^se^Us gf 
economics, p. 468 ). 
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SO that the net result of an increase in facilities for obtaining 
some of the items contained in the dividend will be to increase 
economic welfare. 

§ 3. The above argument does not, however, go to the 
root of things. It is relevant to immediate short-period 
effects rather than to ultimate effects. Whdn a group of 
people have passed from a state of relative powrty, to which 
they were accustomed and adapted, to a stam of relative 
wealth, to which they have become adapted, wil^ they really 
derive more satisfaction from the last state of their environ- 
ment than they did from the first ? With the changed 
conditions the whole scheme of their desires and habits and 
expectations will also be changed. If a man who had all his 
life slept in a soft bed was suddenly compelled to sleep on 
the ground under the sky, he would suffer greatly ; but does 
a man who has always slept on a soft bed enjoy his nights 
more than one who has always slept under the sky ? Is it 
certain that a hundred Rolls-Royce cars in a Rolls-Royce 
world would yield a greater sum of satisfaction than a hundred 
dog-carts in a world of dog-carts ? In the chapter that 
follows some reasons will be given for doubting whether a 
substantial reduction in the real consumable income of rich 
people, provided it were general, would, after time had been 
allowed for adaptation to it, appreciably diminish their 
economic welfare. Analogous considerations hold good of an 
increase in their real consumable incoma The point is a 
very important one. If the per capita income of this country 
were, say, twenty times what it actually is, it may well be 
that a further increase in it would not ultimately — the 
population being supposed constant — add anything at all to 
economic welfare. As things are, however, in view of low 
level of average real income, we may, I think, safely conclude 
that an increase in the dividend — apart from the fantastic 
hypothesis that the whole increase goes to persons already 
very rich — would carry with it, ultimately and not merely 
immediately, an increase in economic welfare. The goal of 
economic betterment is not a mere illusion.^ 

> Of. M. Bousquet {WeUv>m$chafilieh€$ AreMv, Oct. 1929, pp. 174 a m) 
for an opposite view. H. Bousqnet argues that monomio welfare aepands on th* 
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§ 4. There is, however, a farther point to be considered. 
The economic welfare of a communitj consists in the balance 
of satisfactions derived from the use of the national dividend 
over the dissatisfactions involved in the making of it. Con- 
sequently, when an increase in the national dividend comes 
about in association with an increase in the quantity of work 
done to produce it, the question may be raised whether the 
increase in work done may not involve dissatisfaction in 
excess of the satisfaction which its product yielda Now, in 
so far as extra work is called out because, through inventions 
and so on, new and more advantageous means of employing it 
have been opened up, there is no fear of thia Nor is there 
any fear of it if the extra work is called out because obstacles, 
such as quarrels between employers and employed, which used 
to prevent people who wanted to work from doing so, have 
been removed. Nor again is there any fear of it if the extra 
work is called out because methods of remunerating work- 
people, which reward extra work with equivalent extra pay, 
have been introduced. It is possible, however, that extra 
work may be called out in other ways than these. Suppose, 
for example, that the whole community was compelled by law 
to work for eighteen hours a day, and — which is in fact 
improbable— that this policy made the national dividend 
larger. It is practically certain that the satisfaction yielded 
by the extra product would be enormously less than the 
dissatisfaction caused by the extra labour. There is here a 
cause which has increased the size of the national dividend 
while lessening, and not increasing, the sum of economic welfare. 
This type of cause is not, in the modem world, practically 
important, because, apart from military conscription, we have 
to do with voluntary, not with compulsory, labour. It is, 
however, conceivable that, even under a voluntary system, 
something analogous may emerge. From a mistaken view of 
their own real interest, workpeople may welcome an addition 
to the hours of labour of a sort which augments the dividend 

relation between incomes snd needs, end that an increase in income involves, 
“Iter time for adinstment has been allowed, such an increase of needs that the 
original relation between income and needs is re-established. Hence, he con- 
cludes, the economic welfare of a representative man is a constant, ona^oted in 
the long ran by changes in his income. 
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but dame^es economic welfare. Again, under the exploitation 
of employers, workpeople may be forced to assent to an 
increase of work as a less evil than reduced earnings. There 
are here a number of possible causes of additions to the 
dividend associated with damage to economic welfare. Plainly, 
however, among the general body of causes relevant to our 
discussion the part they play will be small.! In general, 
causes which increase the size of the national dividend while 
involving an increase in work, as well as causes wjhich increase 
it without involving this, will, the conditions of^ distribution 
being assumed, increase economic welfare. 



CHAPTEB Vni 


SOONOMIO WELFARE AND CHANGES IN THE DISTRIBUTION 
OF THE NATIONAL DIVIDEND 

§ 1. If income is transferred from rich persons to poor persons 
the proportion in which different sorts of goods and services 
are provided will be changed, ^pensive luxuries will give 
place to more necessary articles, rare wines to meat and bread, 
uew machines and factories to clothes and improved small 
dwelliiigs; and there will be other changes of a like sort.^ 

' It should be notioed that one of the things to which people will divert 
consumption, if distribution is altered in favour of the poor, is the quaid* 
commodity, leisure. It is well established that the high-wage countries and 
industries are generally also both the short-hour countries and industries and the 
countries and industries in which the wage-earning work required from women 
and children in supplement of the family budget is the smallest. The former 
point is illustrated by some statistics of the wage rate and hours of labour of 
carpenters in the United States, Great Britain, France, Germany, and Belgium, 
published in No. 64 of the Bulletin of the U.S. Bureau of Labour (p. 1126). 
In illustration of the latter point. Sir Sydney Chapman notes the assertion that, 
whereas the German collier finds only 66 '8 per cent of his family's earnings, the 
wealthier American collier finds 77*6 per cent (fFork ami Wages, I p. 17). 
Mr, Rowntree’s interesting table for York points, when properly analysed, in the 
same direction (Poverty, p. I7l) ; and Miss Yessellitsky shows that low-paid 
home-work among women is found princii»lly in those districts, e.g. East 
Anglia, “ where the bad conditions of male labour make it almost in^pensable 
for the wife to supplement the husband’s earnings,” whereas, in districts where 
men’s wages are good, women only work at industry if they themselves can 
obtain well-paid jobs (The Hom-mrker, p. 4). Again, reference may be made 
to the familiar correlation found in recent English history between rising wages 
and falling hours. Yet again, a study of the rates of wages and hours of 
labour in different districts in England would, I suspect, reveal a correlation 
of the same typo. It does so for the wages and hours statistics of bricklayers 
as given in the Ab^ad of Labour SMistks for 1908 (pp. 42, etc.). These facts 
“■>■0 somewhat awkward to fit in to the method of exposition followed in this 
book, because leisure is not included as a commodity in my definition of the 
national dividend ; and in so far, therefore, as improved distribution causes 
leisure to be substituted for things, it must involve a decrease in the national 
widend. Plainly, however, this sort of decrease should bo ignored when we 
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In view of this fact, it is inexact to speak of a change 
in the distribution of the dividend in favour of, or adverse to, 
the poor. There is not a single definitely constituted heap of 
things coming into being each year and distributed now in one 
way, now in another. In fact, there is no suoh thing as the 
dividend from the point of view of both of two years, and, there- 
fore, there can be no such thing as a change in «* distribution. 

§ 2. This, however, is a point of words rwher than of 
substance. What I nuan when I say that the distribution of 
the dividend has changed in favour of the poo^ is that, the 
general productive power of the community being given, poor 
people are getting more of the things they want at the expense 
of rich people getting less of the things they want. It might 
be thought at first sight that the only way in which this 
could happen would be through a transference of purchasing 
power from the rich to the poor. That, however, is not so. 
It is possible for the poor to be advantaged and the rich 
damaged, even though the quantity of purchasing power, t.e. 
of command over productive resources, held by both group.s 
remains unaltered. This might happen if the technical 
methods of producing something predominatingly consumed 
by the poor were improved and at the same time those of 
producing something predominatingly consumed by the rich 
were worsened, and if the net result was to leave the size of 
the national dividend as defined in Chapter V. unchanged. 
It might also happen if, by a system of rationing or some 
other device, the rich were forced to transfer their demand 
away from things which are important to the poor and which 
are produced under such conditions that diminished demand 
leads to lowered prices. Pereoriira — and this point will be 
seen in Part IV. to be very important practically — the share, 
both proportionate and absolute of command over the country’s 
productive resources held by the poor may be increased, and 
yet, if the process by which they acquire this greater share 
involves an increase in the cost of things that play a huge 
part in their own consumption, they may not really gain- 

M« considering the effect of changes of distribution on eeonomio welfare ; fo' 
the loss of welfare associated with the oonstriotion of prodnetion to which the/ 
lead is necessarily less than the gain of weUirs dne to the leisnre itself.- 
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Thus a change in distribution favourable to the poor may be 
brought about otherwise than by a transference of purchasing 
power, or command over productive resources, to them, and it 
does not mean a transference of these things to them. None 
the less, this sort of transference is the most important, 
and may be regarded as the typical, means by which changes 
in distribution favourable to the poor come about 

§ 3. On this basis it is desired, if possible, to establish some 
connection between changes in the distribution of the national 
dividend and changes in economic welfare, corresponding to 
the connection established in the preceding chapter between 
changes in the size of the national dividend and changes in 
economic welfare. In considering this matter we must not 
forget that the economic welfare enjoyed by anybody in any 
period depends on the income that he consumes rather than 
on the income that he receives ; and that, the richer a man 
is, the smaller proportion of his total income he is likely to 
consume, so that, if his total income is, say, twenty times as 
large as that of a poorer man, his consumed income may be 
only, say, five times as large. Nevertheless, it is evident that 
any transference of income from a relatively rich man to a 
relatively poor man of similar temperament, since it enables 
more intense wants to be satisfied at the expense of less 
intense wants, must increase the aggregate sum of satisfaction. 
The old “ law of diminishing utility ” thus leads securely to the 
proposition : Any cause which increases the absolute share of 
real income in the hands of the poor, provided that it does 
not lead to a contraction in the size of the national dividend 
from any point of view, will, in general, increase economic 
welfare.^ This conclusion is further fortified by another 
consideration. Mill wrote : “ Men iiot desire to be 
Tick, but to be richer than other men. The avaricious or 
covetous man would find little or no satisfaction in the 

^ The difficult case in which « transference leads to a contraction in the size 
of the dividend from the point of view of either the pre-change or the poet- 
change period, and not from that of the other, will not bo considered here. 
Henoeforvi’ard it will be assumed that we have to do with changes in the 
dividend that are either positive or negative from both the relevant ^ints of 
new, and, therefore, except for special reasons, we shall speak simpljr of increases 
•nd decreases in the dividend. 
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possession of any amount of wealth, if he were the poorest 
amongst all his neighbours or fellow-countrymen.”^ More 
elaborately, Signor Bignano writes : '* As for the needs 
which vanity creates, they can be satisfied equally well by a 
small as by a large expenditure of energy. ll is only the 
existence of great riches which makes necessary for such 
satisfaction a very laige, instead of a very small, lexpenditure. 
In reality a man’s desire to appear ‘worth’ aouble what 
another man is worth, that is to say, to possess goods (jewels, 
clothes, horses, parks, luxuries, houses, etc.) twice as valuable 
as those possessed by another man, is satisfied just as fully, if 
the first has ten things and the second five, as it would ^ if 
the first had a hundred and the second fifty.” * Now the part 
played by comparative, as distinguished from absolute, income 
is likely to be small for incomes that only suffice to provide the 
necessaries and primary comforts of life, but to be large with 
large incomes. In other words, a larger proportion of the satis- 
faction yielded by the incomes of rich people comes from their 
relative, rather than from their absolute, amount. This part of 
it will not be destroyed if the incomes of all rich people are 
diminished together. The loss of economic welfare suffered by 
the rich when command over resources is transferred from them 
to the poor will, therefore, be substantially smaller relatively 
to the gain of economic welfare to the poor than a considera- 
tion of the law of diminishing utility taken by itself suggests. 

§ 4. It must be conceded, of course, that, if the rich and 
the poor were two races with different mental constitutions, 
such that the rich were inherently capable of securing a 
greater amount of economic satisfaction from any given 
income than the poor, the possibility of increasing welfare by 
this type of change would be seriously doqbtfuL Further- 
more, even without any assumption about inherent racial 
difference, it may be maintained that a rich man, from 
the nature of his upbringing and training is capable of 
obtaining considerably more satisfaction from a given income 
—say a thousand pounds — them a poor man would be. 

* PostbuiDOtu Essay on Social Freedom, (Mifrd and (kmbridm 
Jm. 1907. 

* Divn in, acwrdo eotla dottrim eeonomiea ItberaUf p. S9& 
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?or, if anybody accustomed to a given standard of living 
luddenly finds his income enlarged, he is apt to dissipate 
;he extra income in forms of exciting pleasure, which, 
ffhen their indirect, as well as their direct, effects are taken 
ato account, may even lead to a positive loss of satisfaction, 
ro this argument, however, there is a sufficient answer. It 
s true that at any given moment the tastes and temperament 
)f persons who have long been poor are more or less adjusted 
;o their environment, and that a sudden and sharp rise of 
income is likely to be followed by a good deal of foolish 
expenditure which involves little or no addition to economic 
welfare. If, however, the higher income is maintained for 
any length of time, this phase will pass ; whereas, if the 
increase is gradual or, still better, if it comes about in such a 
way as not to be directly perceived — through a fall in prices, 
for example — the period of foolishness need not occur at all. 
In any case, to contend that the folly of poor persons is so 
great that a rise of income among them will not promote 
economic welfare in any degree is to press paradox beyond 
the point up to which discussion can reasonably be called 
upon to follow. The true view, as I conceive it, is ad- 
mirably stated by. Messrs. Pringle and Jackson in their 
special report to the Poor Law Commissioners: “It is in 
the unskilled and least educated part of the population that 
drink continues to hold its ground ; as greater regularity of 
employment and higher wages are achieved by sections of tihe 
working-classes, the men rise in respectability and character. 
That the drink bill is diminishing, while wages are rising 
throughout the country, is one of the most hopeful indications 
of progress we possess."^ The root of the matter is that, 
even when, under existing conditions, the mental constitution 
of poor persons is such that an enlarged income will at 
the moment yield them little benefit, yet, after a time— -more 
ospecially if the time is long enough to allow a new generation 
to grow up — tihe possession of such an income will make 
possible the development in them, through education and 
otherwise, of capacities and faculties adapted for the enjoy- 
uent of the enlarged income. Thus in the long run difference 

> |ca mil p. e. 



92 


EC50NOMIOS OF WELFAEE 


rr.i 


of temperament and taste between rich and poor are over- 
come by the very fact of a shifting of income between them. 
Plainly, therefore, they cannot be used as an argument to 
disprove the benefits of a transference.^ 

§ 5. After all, however, general reasoning of the above 
type, though perhaps necessary to provide forrrial justification 
for our thesis, is not necessary to convince us mactically that 
it is valid. For that purpose it is sufi&cient to reflect on the 
way in which, in this country, income has m fact been 
distributed in recent times. There are not sufficient data to 
enable this to be calculated with any degree of accuracy. 
On the basis, however, of work done by Dr. Bowley,* we may 
hazard the following rough estimate for the period immediately 
prior to the war. The 12,000 richest families in the country 
received about one-fifteenth of the total national income; the 
richest fiftieth of the population received about pne-quarter, 
and the richest ninth of the population received nearly one- 
half of that total income. The remainder of it, a little more 
than a half, was left to be shared among small independent 
workers and salary -receivers earning less than £160 a year 
and practically the whole body of wage-earnera The table 
below, giving Dr. Bowley’s estimate of distribution among a 
portaoa of this last group in 1911, carries the matter a little 
fiEother. 

* Similarly, of course, when we are taking a long view, the argument that 
a reduction in the real income of the rich inflicts a special injury, because it 
forces them to abandon habits to which they have grown accustomed, loset 
most of its force. 

* Qucvrterly Journal of Economies, Feb. 1S14, p, 261 ; and The IWvtsios' 
the Erodwst Industry h^ore the War, 1918, pp. 11 and 14. 
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In studying these figures we must, indeed, remember that 
in families where the man has a small income the wife and 
children are more likely to be earning wages than they are 
in fam^es headed by richer men ; so that distribution among 
families was probably more satisfactory than distribution among 
individuals. This, however, is comparatively a small matter. 
What the figures cited meant in the concrete is brought out 
very clearly in the same author's pre-war study of the conditions 
of life in four industrial towns. Together these towns embrace 
“about 2150 working-class households and 9720 persons. 
Of these households 293 or 13^ per cent, of these persons 
1567 or 16 per cent, are living in a condition of primary 
poverty,” t.& with incomes so low that, even if expended with 
perfect wisdom, they could not have provided an adequate 
subsistence. “ Out of 3287 children who appear in our tables, 
879, or 27 per cent, are living in families which fail to reach 
i^lielow standard taken as necessary for healthy existence.”* 
excess incomes of the richer classes did not, of course, 
■^opresent corresponding excess consumption. The dominant part 

I From the Sevitie, Oot 1011, p. 1. 

Liyelihotd md Pmrty, pp. 46-7. The nuon tot the ezoese In the 
r Wien of ohildren in poverty ii tb twofold one, th«t poor femiliw ue Apt 
Gf n then othen, end that a luge fimily is itself a oAose of lifo in poverty. 

1 • oowloy, Th$ Mummmt if Social fhmmma, p. 187. 
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of the annual new inveetments of the country — before the wai 
perhaps 350 millions — and a large part of the expenses oi 
central and local government — over 200 millions — had to 
be provided out of them; so that not more than 300 millions 
annually can have been spent by the rich and moderatelj 
well-off on any form of luxury. Moreover estimates of 
money income tend to exaggerate the relative real income 
of wealthy persons, because these persons are Wten charged 
higher prices than poor persons pay for the same^ services. A 
number of London shops, for example, discriminate against 
" good addresses,” and hotel charges are also often discrimina- 
tory. It has even been suggested that as much as 26 per 
cent of the money income of the rich, as spent by them, 
represents no equivalent in real income.^ In like manner, 
estimates of money income sometimes make it appear that 
the real incomes of poor persons are less than they really 
are, by ignoring discriminations in their favour. Thus Dr. 
Bowley points out : “ A butcher can perhaps raise his prices 
to his day customers without much affecting the sale, but 
not to those in the evening. In this case the working 
class would suffer a smaller rise than the richer class. This 
consideration applies especially to the very large volume of 
purchases made late on Saturday night.” But, when all quali- 
fications have been made, the figures cited above leave no 
room for doubt that there was before the war, and is still, s 
substantial excess income in the hands of the richer classes 
available, in Dr. Bowley’s phrase, "for attack” by way of 
transference. 

§ 6. Some study of the post-war distribution of income in 
Great Britain and Northern Ireland has been made by Dr. 
Bowley and Sir Josiah Stamp with special reference to the 
year 1924. From this it appears that the proportion of the 
total accruing, pre-tax, to the richest classes, «.& those 
with incomes in excess of £9400, which roughly corresponds 
to £6000 at the pre-war price-level, has somewhat diminished. 
In general these writers conclude as foUowa The distribution 
of income between wage-earners, other earners and unearned 

S tfrwidi, Luanury and Hht WatU of Lift, pp. 87 ud 90. 
n Tk4 NtdUmal Incom, 1984, p. 68. 
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incomes was changed slightly in favour of the earning classes. 
Manual workers on the average make slightly increased real 
earnings, and there have also been transfers for their benefit 
in insurance schemes and other public expenditure. In addition 
they have the advantage of a reduction of about one>tenth of 
the working week. This change can be connected with the 
reduction in the real income derived from house property 
and investments bearing fixed rates of interest. The indications 
are that profits as a whole, reckoned before tax is paid, 
form nearly the same proportion of total income at the two 
dates {Le. 1911 and 1924). Within the wage-earning classes 
women and unskilled workers have received a substantial 
real advance in wages ; the great majority of skilled workers 
made at least as much (after allowing for the rise of prices) 
in 1924 as in 1911.^ That these changes have meant a great 
deal to the lives of the very poor is well brought out by 
Dr. Bowley’s second investigation, made after the war, into the 
conditions of the four towns referred to in the preceding 
section. “ Even,” he writes, " on the assumption that all the 
families suffering from unemployment in a particular week 
nad no adequate resources, and that their unemployment was 
chronic, the proportion in poverty in 1924 was little more than 
half that in 1913. If there had been no unemployment the 
proportion of families in poverty in the towns taken together 
would have fallen to one-third (3*6 per cent as against 11 per 
cent), and of persons to little over a quarter (3*5 per cent 
against 12*6 per cent) of the proportion in 1913.”® Again: 
.“The proportion of families, in which a man is normally 
•earning, found to be in poverty, was in 1924 only one-fifth 
jOf the proportion in 1913, if full employment is assumed; 

I while, if the maximum effect of unemployment is reckoned, it 
is little over one-half.” ‘ This large improvement is partly 
due (to the extent of about (me-third of the whole) to a 
decrease in the average number of children per family; 

J The NaUvnal Income, 1924, pp. 68-9. 

Saa Povertff IHmtniAed, p. 16. The diacrepanoies between the percentages 
pven in this passage for 1918 and that given in Livelihood and Poverty ia 
due to the fiust that in the latter worit 480 honses inhabited by the 
radie and Qpper classes were excluded from the oalonlation (of. LMSeood and 
' s P* ftwtaote). 

««* Awsrty JHadmidud, p. 91. 
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but chiefly (to the extent of the remaining two^thirds) to t 
rise in the rate of real wages of unskilled labourers. It 
spite of this improvement, however, and in spite of the fact that 
“ when the full effects of taxation are tak^ into account, th( 
real income available for saving or expenditure in the hand; 
of the rich is definitely less than before tne war,” ^ the dis- 
tribution, not merely of incomes prior to taxation, but of whal 
is left over after taxes have been taken ^'’'^ay, is still ver} 
uneven. It was still true, for example, in ^924, that some- 
thing like 100 millions a year net, i.e. about 2^ per cent ol 
the total income of the country, was enjoyed by 3000 families 
We must not hesitate, therefore, to conclude that, so long as 
the dividend as a whole is not diminished, any increase, within 
wide limits, in the real income enjoyed by the poorer classes, at 
the expense of an equal decrease in that enjoyed by the richei 
classes, is practically certain to involve an addition to economic 
welfare. 

§ 7. It should be noticed that the conclusion set out above ie 
not exactly equivalent to the proposition that economic welfare 
will be increased by anything that, ceteris paribus, renders the 
distribution of the national dividend less unequal. If the 
community consisted of two members only, it would, indeed, 
coincide with this. But, in a community consisting of more 
than two members, the meaning of "rendering the distribu- 
tion of the dividend less unequal" is ambiguous. Pareto 
measures inequality of distribution by dividing the logarithm 
of the number of incomes in excess of any amount x into the 
logarithm of x. This measure is very difficult to apply unless 
we accept Pareto’s view" that, in any given income distribu- 
tion, the ratio between bis two logarithms is approximately 
the same for all values of x ; and, even so, it is a matter of 
dispute whether the reciprocal of his measure, — ^whicb, of 
course, would indicate less equality when the measure itself 
indicates greater equality, — ^is not to be preferred to that 
measure.* Among other measures of inequality the io< 

* 7^ NaJtional Income, 1024, p. 69. It moat, of oonrM, bo boM b> 
thi^ * luge port of tho heorj taxation d rioh ponono gooo to page- interest os 
war loan &ld by riob peraona. 

* Ot Oini, FaHoMUd $ mutabOUd, p. 13. 
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familiar is the mean square deviation from the mean. With 
that criterion it can be proved that, assuming similarity 
of temperament among the members of the community, a 
diminution in the inequality of distribution probMy, though 
not necessarily, increases the aggregate sum of satisfaction.* 

1 If A be the mean income, n the number of incomes, and a,, a. , 
deyiations from the mean, aggregate satisfaction, on our assumption, ' 

•«/(A)+(«i+a2 + * • + • •)/'+3 ^,(«i* + ®2*+. . 

But we know that {oj+a,+ . . .}«0. 

We know nothing to suggest whether the sum of the terms beyond the third 
is positive or negative. But it is certain that ^ {a,* +aj*+ . . .}/' is negative. 
If, therefore, the fourth and following terms are small relatively to the third tom, 
it is certain, and in general it is probable, that aggregate satisfaction is larger 
the smaller is (oj*+Oj*+ . . .). This latter sum, of course, varies in the «?"^t 

sense as the mean square deviation or standard deviation \/ 2^ Dr. Dalton 

in the course of an interesting article on " The Measurement of the Inequality of 
Incomes," has shown that, in a community where many incomes diverge widely 
from the average, tiie probability which the above argument establishes is only 
of a low order {Economic JoumcU, Sept. 1920, p. 865). 



CHAPTER IX 


REACTIONS THROUGH THE NUMBERS OF THE POPULATION 

§ 1. In the two preceding chapters nothing was said about 
the possible reactions which the changes we have been 
contemplating may have on the numbers of the population. 
This omission must now be remedied. To the broad con- 
clusions which were reached relating respectively to the size 
and distribution of the national dividend, it may be objected 
that an increase in the income enjoyed by any group causes 
its numbers to increase until income per head is again reduced 
to its old amount, and, therefore, that it leads to no lasting 
benefit. In practice this argument is most often used about 
the effects of an increase in the income of manual workers; 
and it is, of course, much more plausible in this field than in 
any other. It will, therefore, be enough to examine this 
aspect of it. I shall consider it first from the point of vieiii 
of the whole world, or of a single country imagined, foi 
the purposes of the argument, to be isolated, and after 
wards shall inquire how far the results achieved neeii 
to be modified for a single country constituting one 
among the associated family of modem nations. In the 
argument to be developed under these two heads it must 
be understood that the additions to the income of wage- 
earners that we have m mind do not include addition 
brought about by the offer, on behalf of the State, of deliberatf 
and overt bounties upon the acquisition of lai^^e famili** 
Under the old Poor Law in the United Kingdom bounties were 
in effect, given ; our present income-tax law acts in a slighj 
degree in the same sense; and in a law passed in 

1 Of. Emmie JownuU, Deo. 1911, p. S41. 
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shortly before the war a similar policy was adopted. This 
class of addition to the income of the poor has, of course, 
a tendency to augment population, and, in some practical 
problems, the point is of importance. For the present, 
however, we are concerned with additions that do not 
offer a special differential inducement to the begetting of 
children. 

§ 2. If we provisionally ignore the deeper-seated reactions 
which increased income may exert upon wants and tastes, 
our discussion virtually resolves itself into an inquiry into 
the validity of the celebrated “ iron law of wages.” Accord- 
ing to this “law,” expanding numbers continually press 
the earnings of the workpeople down to “subsistence level,” 
thus making it impossible for their real income per head 
in any circumstances to increase. It should be noted in 
passing that, even if there really were such a law, the 
proposition that better fortune for the workers increases 
economic welfare would not be definitely disproved. For 
it might still be urged that, provided the average working 
family attains in the whole period of life any surplus of 
satisfaction over dissatisfaction, an increase of numbers 
implies by itself an addition to economic welfare.^ But, 
for my present purpose, there is no need to press this 
doubtful point Population does not tend to expand in 
such a maimer as to hold down income per head to a 
predetermined “subsistence level” It is true, no doubt, 
that the direct and immediate result of an increase in 
the dividend accruing to any group is likely to be some 
increase of population. It is well known that the English 
jnarriage rate was negatively correlated with wheat prices 
in the earlier part of the nineteenth century and was 
positively correlated with exports, clearing-house returns 

1 But of. Sidgwiok’o oboorvation : “It seems at least highly doubtful 
■ mwe increase in the number of human beings living ss an average 
unskilled labourer lives in England can be regarded as involving a material 
^ quantum of human happiness " (/Vtne^pfcs Politieai Bmamyt 

p. 622, note). A pc^ation, whioh, in ^ven oonditiona, m a x i m ises this quantum, 
ssms to have a much better daim to be called the optimm population than 
whioh maximises mi isuome ptr head. The pmotioe, vhidh has 
juuf to* oorrenoy, of using the term in this latter suiae is, tberefom. 
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and so on in the latter part : * and that the rate of mortality 
falls \rith growing wealth, and vice verm. But it is contrary 
to experience to assert that increased income stimulates 
population to so large an extent that the individual emmings 
of workpeople are brought down again to 1 the level they 
occupied before the improvement. There are two ways iu 
which the manual workers can use their iimreased claims 
over material things, namely, to increase meir numbers 
and to increase their standard of comfort. The distinction 
between these two ways is well illustrated by the following 
contrasted passages from Malthus's Principles of Political 
Economy. On the one hand, he foimd that the greater 
wealth resulting from the introduction of the potato into 
Ireland in the e^hteenth century was “ spent almost 
exclusively in the maintenance of large ^d frequent 
families.” On the other hand, when the price of com in 
England fell between 1660 and 1720, a considerable portion 
of the workpeople’s “increased real wages was expended 
in a marked improvement of the quality of the food consumed 
and a decided elevation in the standard of their comforts 
and conveniences.”’ It is not possible to prophesy a 
priori the proportion in which increased resources will be 
devoted to these two uses. The proportion will vary at 
different times and iu different places. Leroy*Beaulieu, for 
example, suggests that the population use has been pre- 
dominantly followed in recent times in Belgium and Germany, 
and the standard-of-comfort use in other European countries’ 
But — and this is the point — ^it is practically certain that 
the population use will not be allowed to absorb the wM* 
fruits of increased command over nature. 

§ 3. The preceding argument, as was indicated at the 
outset, leaves out of account the deeper-seated reactions 
that may be set up by expanded earnings. An important 

' Of. Pareto, Gown dUeotumit pdUHqxu, pp. 88 $$q. Of. alto Hanlutl 

Frimeiflu of SamemAet, pp. 189-90. 

* JFVtnc^pfei ^ PoUtieal Economy, pp. 262 and 264. Mr. WrigH wi"* 
mentiag on tlie fkll in the birth rate in die later nineteenth oentory, 
that inoreaaed oommand over nature ia more likdy to he taken out in an inF**^ 
standard of oomfort vrhen it manifests itMlf in a fidl of ptioea thaa when » 
manifests itself in higher money vrages ; for people do not raadUly see bebi^ 
money {PoptOation, p. 117). » L» B^partUim du riehesMi, P- 
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school of writers, headed by Professor Brentano, admits 
that the direct and immediate effect of enhanced material 
prosperity in any class will, in general, be to increase the 
marriage rate and, therewith, the birth rate. They maintain, 
however, that the enhanced prosperity will, in the long run, 
bring about the development of a higher spiritual and 
cultural level, in which more forethought is exercised about 
children and more satisfactions rival to that of having 
children come to the front. Hence, they urge, in the long 
run an increase in the income of any class is likely to lead 
to no increase at all, but actually to a decrease, in their 
birth rate and their numbers.^ Thus Professor Brentano 
'declares that a permanent improvement in wealth and 
I culture, “as a comparison of different ranks, as well as 
: the same ranks and the same people at different stages 
' development, has shown us, results in a diminution 
; births. ... As prosperity increases, so do the pleasures 
hich compete with marriage, while the feeling towards 
lildren takes on a new character of refinement, and both 
lese facts tend to diminish the desire to beget and to bear 
lildien.” * Those persons, for instance, who have something 
leave to their children are more affected by the fact that, 
their family is large, what is left at their death must 
divided into a number of small parts, than those who 
m nothing to leave and act apart from economic motives, 
'etailed confirmation of this view is afforded by Dr. Heron’s 
itistical study of London in 1 906. In certain selected districts 
found the correlation co>efficients between the number of 
irths per 100 wives and various indices of social status, 
he indices chosen were the proportion of occupied males 
^gaged in professional occupations, the number of female 
omestic servants per 100 families, the number of general 
ibourers per 1000 males, the proportion of the population 
ving more than two in a room, and the number of paupers 
ad of lunatics per 1000 of the population. A low index 
prosperity and a high birth rate were found to go together. 

. ' ^ AnMv fitr Soeialwimtuehi^, toI. xxdr. p. Sl7t OL sIm 

»liTO, La Orim pModiquudt imprcdueiioa, voL L pp. 206‘9. 

Journal, 1810, p. 889. 
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Against this result there had to be set the fact that a low 
index of prosperity was also accompanied by a high rate 
of infant mortality. Investigation, however, showed that 
the excess of mortality was not sufficient u balance the 
excess of births; and the conclusion emerged, that “the 
wives in the districts of least prosperity and\ culture (and, 
of course, these poor wives were married to pljwr husbands) 
have the largest families.”' Furthermore, 4 comparison 
between the conditions of 1861 and 1901 Vought out 
the startling fact "that the intensity of this relationship 
has almost doubled in the last fifty years.” * Heron’s results 
have been amply confirmed by later investigations over a 
wider field. Thus Mr. Yule writes : “ At the present date (1920) 
there is no doubt that marriage fertility is, on the whole, 
broadly speaking, graduated continuously from a very low figure 
for the upper and professional classes to a very much higher 
figure for unskilled labour.” * In like manner Dr. Stevenson, 
as the result of an elaborate study, concludes : " The difference 
in fertility between the social classes is small from marriages 
contracted before 1861, and rapidly increases to a maximum 
for those of 1891-96. The slight subsequent approximation 
between the classes may be apparent rather than real. The 
difference in fertility between the social classes is, broadly 
speaking, a new phenomenon.” * Up till the middle of last 
century, though the upper classes, whose full earning capacity 
develops later than that of manual workers, tended to marry 
later, and so to have somewhat fewer children, this tendency 
was nearly balanced by the lower mortality among them 

* The JUlaUon of Fertility in Han to Sodat Statue, pp. 16 and It 
M. Bertillon haa sWn that, in general, a high birth rate and a 
death rate are correlated (La Dipopulation de la France, pp. 66 et u}-} 
Thu correlation is partly due to the fact that the death of children induou 
parents to get more, and partly to the fact that a high birth rate oftm meu* 
many children bom in poor oircomstanoes and so likely to die. ThW 
Dr. Nevsholme su^ests that the obserred oorrelation “is probably dee" 
great part to the fact that large families are common among tiie poe^ 
elasses, and these classes are speoially exposed to influences produoing ezi)e>s|^ 
in&nt mortality” (Second Report on Infant Mortali^ [Od. 6909Y !>• "‘f 
A similar conelnsion as regards the North of England ii reached inEldertoD' 
Sgiort an the Englidi Bir^-rate, Part L 

* The SelatUm of Fertility in Man to Social Statm, pp. 16 and 19. 

' The Fall in the Birth-rate, p, 81. 

* Journal of the Boyal Statietieal Society, 1980, p. 481. 
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'heir fertility after marriage was not much less, and the 
arrival rate among them only a little lower. Now, in 
onsequence of the relatively large fall in their fertility, the 
arrival rate among them is very much lower. ^ The infer- 
nces suggested by these statbtical facts are, indeed, less 
irmly based than they appear to be at first sight. The 
orrelation between high prosperity and low birth rate may 
partly due to the fact that a man with a small family 
s in a better position to accumulate a fortune, and that 
)etween rich districts and low birth rate may be partly 
lue to the accumulation of domestic servants and other 
lependants — a particularly infertile class — ^in these districts.’ 
iloreover, a part of the correlation between wealth and small 
amilies is probably due to the fact that physiologically 
nfertile stocks, having their property divided among fewer 
persons on inheritance, tend, on the average, to be more 
Dhan ordinarily rich.’ But these considerations, important 
IS they are, do not, there is reason to believe, com- 
pletely account for the observed facts. What has been 
laid of the deeper -seated reactions of prosperity appre- 
ciably strengthens our conclusion that an improvement 
in the fortunes of the poor is not likely, in an isolated 
community, to cancel itself by causing a large expansion of 
population. 

§ 4. When account is taken of the fact that, in the 
lodem world, no country is isolated from the rest, the issue 

* Cf. Jottmai o/th« BoyeU Statistical Society, 1920, p. 417. 

* Of. Leroy>Beatiliett'8 argument : II se trouve dans lea quartien riches 
me plus forte proportion de m^nagm ftg48, de gens retrait^s, de domestiques, 
slasse partiouli^rement at^e, et peiaonnes qoi ne paasent qu’nne partie da 
iann4e & la ville ; la natality enregi8tr4e doit done j Otre plus faible, aana 
|u on puiaae rien en inf&rer. On qualifie le XYI* arrondiasement qui ootnpte 
|3S,000 habitanta oonune nn anrondissament rioha at la VIII* 4galemant qui, 
^ ton odt^ aompta 104,000 habitants. Or, il ast manifeata qua lea gens 
^ent riohea ne reprdimtent pas la dizitme partia, pent-Otre pas mOma la 
^tme partie, da la population da ces anrondiasementa dita riohea ; las gens 
'wnts ne ae oomptent pas, mOme h Paris, par emtaines de milla; la groa 

la population de oea arrondiasaments est oompos4 de domestiques, da 
raoierges, da patits boutiquiera et d'ouTriara d’41ite. Las oonolusions quo Ton 
^ ^ 1* nataUt4 dans ha qnartiera dita riohea da Paris sont done sans valour " 
’^vmtion ds la popatatioii, p. 809). 

, ^^wwin, “ Buganics in Belation to Boonanka and Stativtioa," Jywraai 
StatUtimt &aMp, 1919, p. 7. 
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becomes less plain. Of course, if the real income of the manual 
working class anywhere is increased becauM the average level 
of capacity among that class has been raised, no inducement 
is thereby offered to immigration from elsewhere. But, if 
their real income is increased through some discovery, or 
invention, or stroke of policy that improves the economic 
position of one country considerably more than it improves 
that of others, an inducement is offered. The same thing 
happens if legislative or other measures bring about a trans- 
ference of income from the richer to the poorer members of 
some one community — provided, of course, that poor persons 
who have immi grated are not excluded from the benefits of 
these measures.^ These considerations are very important; 
for they show that many causes tending to increase the real 
income per head of the wage-earners in a single country will 
ultimately exercise a smaller influence in that direction than 
they appear likely to do at first sight It should not be 
forgotten, however, that that very immigration, which lessens 
their effect at the point of primary impact, involves indirectly 
an improvement in the fortunes of labour elsewhere. Hence, 
in any event, the beneficial influence of the changed conditions 
is not destroyed, but is merely spread over a wider area. In 
the country primarily affected sottu addition to economic 
welfare is necessarily secured. 

§ 5. The above discussion disproves the suggestion that 
the beneficial effect on economic welfare of an increase in 
the real income of wage-earners will be neutralised by an 
expansion of population. It does not, however, disprove 
the suggestion that the beneficial effect on economic welfare 
of transferences of income from the rich to the poor will 
be so neutralised. For, in order to that result, it is not neces- 
sary that the gain of economic welfare to the poor should 
be destroyed — only that it should be made smaller than 
the loss of economic welfare to the rich. It cannot be denied 
that this might happen. But, in a country where the distri- 

The inducement to immigration offered by old-age p en e fo"* 
very small by a rule requiring previoiu residence of, eay, 20 yean aa a oonditiw 
or qualification ; for a far-off benefit affects action but aUghtly, the more w »f, 
ae in this case, the possibility of death makes it unoertain aa well *• distant. 
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}ution of wealth is as uneven as it is in the United Kingdom, 
uid where, therefore, there are many high incomes which could 
be largely cut down with very little injury to economic welfare, 
die chance that it will happen may reasonably be regarded 
gs small. 



CHAPTER X 


THE NATIONAL DIVIDEND AND THE QUALITY OF THE ^PEOPLE 

§ 1. The general conclusions of Chapters VIL-VIII. might, 
until quite recently, have been stated as they are there 
stated, without evoking quarrel or dispute. But of late years 
a great advance has occurred in biological knowledge. In 
former times economists had, indeed, to take some account 
of the reactions of economic causes upon the quantity of 
the population, and upon its quality so far as that was 
determined by environment : but questions about the reaction 
of economic causes upon the qus^ty of the population, as 
determined by fundamental biological attributes, were not 
raised. Now, the situation is different Biometricians and 
Mendelians alike have turned their attention to sociology, 
and are insisting upon the fundamental importance for our 
science of a proper understanding of the laws of heredity. 
Economists, it is said, in discussing, as I have done, the 
direct effect of the state of the national dividend upon welfare, 
are wasting their energies. The direct effect is of no 
significance; it is only the indirect effect on the size of 
the families of good and bad stocks respectively that really 
matters. For every form of w^are depends ultimately on 
something much more fundamental than economic arrango* 
ments, namely, the general forces governing biological 
selection. I have intentionally stated these claims in ‘ 
somewhat indefinite form, because I am anxious to investignj® 
the problem thus raised in a constructive rather than ia 
a critical spirit. I shall endeavour, in the following sectioiia* 
to indicate, as precisely as possible, how far the recent 
advance in biological knowledge really affects our scienc*^! 
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fo this end, I shall distinguish, first, certain results of that 
cnowledge, which, though of great value, are not strictly 
■elevant to economics; secondly, the general claim that 
,he method of economic study indicated in the preceding 
;hapter8 is rendered by the new knowledge trivial and un- 
mportant; and, thirdly, certain points, in respect of which 
;he new knowledge comes directly into contact with the 
problems I have undertaken to investigate, and makes it 
aecessary to qualify the conclusions that have been reached. 

§ 2. By far the most important contribution of modem 
biological study to sociology is the assurance, which it 
affords, of the definite heritable character of certain inborn 
defects. Whatever view be taken of the physiological 
mechanism of inheritance, the practical result is the same. 
We know that persons with congenital defects are likely, 
if they marry, to hand down a defective organisation to 
some of their children. We do not possess this defi- 
nite knowledge with regard to general desirable qualities, 
particularly on the mental side. Bateson issued a wme 
caution when he wrote : “ Whereas our experience of what 
constitutes the extremes of unfitness is fairly reliable and 
definite, we have little to guide us in estimating the 
qualities for which society has or may have a use, or the 
numerical proportions in which they may be required. . . . 
i There is as yet nothing in the descent of the higher mental 
qualities to suggest that they follow any simple system of 
transmission. It is likely that both they and the more 
marked developments of physical powers result rather from 
the coincidence of numerous factors than from the possession 
®f any one genetic element.” * Again, Mr. and Mrs. Whetham 
rightly observe that desirable qualities, such as ability, moral 
character, good health, physical strength and grace, beauty 
and charm, “ are, from the point of view of heredity, 
entially different from some of the bad qualities hitherto 
onsidered, in that they depend on the conjunction of a 
eat many factors. Such a conjunction must be very hard 
trace in the hereditary process, where possibly each 
pnaracter may descend independently, or different characters 

> MmdtCs Principlet HetedH^, p. 806. 
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may be linked together, or be incompatible, in far more 
complicated ways than we have traced in the qnaUties of 
plants and animals. Our present knowledge is quite ia. 
sufficient to enable us to predict how a complex combination 
of factors, making up the personality of an able or charming 
man or woman, will reappear in their offspring.*:^ We 
are, in fact, in this region, surrounded by so much^ ignor- 
ance that the utmost caution is essential Doncaster well 
observed : “ In this direction empirical rules and common 
sense must still be followed, until the time shall come when 
sdence can speak with no uncertain voice.” * More recently, 
the late Sir Francis Galton lent the weight of his authority 
to this opinion: “Enough is already known to those who 
have studied the question to leave no doubt in their minds 
about the general results, but not enough is quantitatively 
known to justify legislative or other action, except in extreme 
cases.” ® It is well not to forget that Beethoven's father was 
an habitual drunkard and that his mother died of con- 
sumption.^ About definite defects our ignorance is much 
less profound. These are the extreme cases of which Galton 
was thinking. Not a few medical men have long been 
urging that authoritatively to prevent propagation among 
those affiicted with imbecility, idiocy, syphilis, or tuberculosis 
would mean cutting off at its source a long stream of 
defective humanity. This matter is especially urgent among 
the mentally defective, on account of the exceptionally bigl 
rate at which, if left to themselves, they tend to produce 
children. Thus, before the Royal Commission on the Feeble- 
Minded, “ Dr. Tredgold, an especially experienced witness, 
pointed out that the average number of children in the 
families which now use the public elementary schools is about 
four ; whereas, in the degenerate families, whose children are 
passed over to the special schools, there is an average of 
7*3 children, not including those still-born.”* Further* 

* The FamUy and the Nation, p. 74. 

* Tnd^oendeta Feview, May 1906, p 188 

I 0 / Fugmiee, p. 29. 

Ang. 1914, ^677 ^'‘**‘*®“*^ Address to ths Britidi Awodation, 

* The Family and the Nation, p. 71. 
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more, feeble-minded women often begin child -beuing at 
an exceptionally early age ; and it must be remembered that, 
even if the size of families is unaffected, early marriage is 
Qot a matter of indifference; for, when the normal age 
of marriage in any group is reduced, “generations succeed 
one another with greater rapidity,” so that the proportion 
of the, whole population embraced among the descendants 
of the original members of that group is increased.^ The 
mentally defective are not, however, the only class among 
trhich^ propagation might with advantage be restrained, 
^me writers suggest that certain forms of criminality and 
’ertain qualities conducive to pauperism might be eradicated 
Tom the race in the same way. Professor Karl Pearson 
makes a suggestion, which, if correct, strengthens consideraldy 
he probability that this sort of policy would reach its goal 
ie thinks that imperfections of quite different kinds are 
orrelated, and that “ there is something akin to germinal 
Itgeneracy, which may show itself in different defects of 
he same organ or in defects of different organs.”’ Bateson, 

0 the same practical, though not to the same theoretical, 
[feet, speaks of the existence of “indications that, in 
he extreme cases, unfitness is comparatively definite in its 
enetic causation, and can, not unfrequenUy, be recognised 
0 due to the presence of a simple genetic factor.” ’ In sum, 

3 the last -quoted writer states, there is little doubt that 
some serious physical and mental defects, almost certainly 
Iso some morbid diatheses, and some of the forms of vice 
sd criminality could be eradicated if society so detenmned.” * 
his is a conclusion of extreme importance. It is one, too, 

‘ Hajrcraft, Danoinimt and Saee Progr$»i, p. 144. 

Scope and Jmfortanet of NoMmal Baptimaet p. 88. 

, (ff BeradUy, p. 806. 

Ibid. p. 805. It is, hovevor, important to remember that a bad roemtm 
«uty cunot be eliminated maral; by preventing propagation among pomai 
it ; for it will alao be borne in the germ-^ana of a nninber of 
prettily normal peraona. Feeble-miadedneaa appean bo be a reoaative 
(of. Oates, BmdUy and Bugmiei, p. 169). Oalonktion ahowa tiut, if 
, ^nt of a populatiom now is feeble-mtoded, it would leqnire 260 genentiona 
_ wut 8000 years) to redttoe the prapottion to 1 in 100,000 by mwely 
pt» f >t«riluiag thoae wbo ahow the dianotairittiM. To diatingnitbattd 
among those ampsiently nonaal pnwms wbo bear ftebla- 
Sent ‘ raoestivs ottaiity would, bowavar, bs a ihr beyond oar 
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that seems prima faeU susceptible, without great difficulty, 
of some measure of practical application. Occasions frequently 
arise when tainted persons, whether on account of crime 
or of dementia, are compulsorily passed into governmental 
institutions. When this happens, propagation might be 
prevented, after careful inquiry had been made, eithpr by 
permanent segregation, or possibly, as is authorised bv law 
in certain American States, by surgical means.' The ]^ow- 
ledge we possess seems clearly sufficient to warrant in 
taking some cautious steps in this direction. There can be 
no doubt that such a policy would redound both to the 
general and to the economic welfare of the community. For 
this conclusion, and for the great step forward which it is 
hoped may follow from it, we are indebted to modem biology. 
The conclusion, however, is outside the sphere of economics, 
and does not in any way disturb the results that were attained 
in the preceding chapters. 

§ 3. I pass, therefore, to something of whose relevance at 
all events there can be no doubt, the view, namely, that 
biological science proves all such inquiries as we are pursuing 
here to be trivial and misdirected. Put broadly, the charge 
is this. Economic changes, such as alterations in the size, 
composition, or distribution of the national dividend, affect 
environment only; and environment is of no importance, 
because improvements in it cannot react on the quality of the 
children bom to those who enjoy the improvements. This 
view was crystallised by Professor Punnett, when he declared 
that hygiene, education and so on are but “ fleeting palliatives 
at best, which, in postponing, but augment the difficulties they 
profess to solve. . . . Permanent progress is a question of 
breeding rather than of pedagogics ; a matter of gametes, not 
of training.” * Mr. Lock * is even more emphatic in the same 
sense. The opinions of these writers on the practical side are 
substantially in agreement with those of Professor Karl Pearson. 

The scientific foundation on which all such views rest is, 

* The standard work on tibia anbjeot is Eugmical SterUiaation in the United 
States, by Dr. H. H. Laughlin, 1922. 

* MendeUsm (second edition), pp. 80-81. 

* Of. Beeent Frogreu in the Study of Variation, Heredity and Evolution, 

ft. H. Lock. 
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of course, the thesis that acquired characters, which arise 
out of the influence of environment, are not inherited. It is 
held, at least as regards the more complicated multicellular 
organisms, that the germ-cells, which will ultimately form the 
offspring of a living being, are distinct at the outset from 
those which will form the body of that being. Thus, Mr. 
Wilson writes : “ It is a reversal of the true point of view to 
regard inheritance as taking place from the body of the 
parent to that of the child. The child inherits from the 
parent germ-cdl, not from the parent body, and the germ-cell 
owes its characteristics, not to the body which bears it, but 
to its descent from a pre-existing germ-cell of the same 
kind. Thus, the body is, as it were, an offshoot from the germ- 
cell As far as inheritance is concerned, the body is merely 
the carrier of the germ-cells, which are. held in trust for 
coming generations.”^ Doncaster takes up substantially the 
same position: “In the earlier theories of heredity it was 
assumed that the germ-cells were produced by the body, and 
that they must, therefore, be supposed either to contain 
samples of all parts of it, or at least some kind of units 
derived from those parts and able to cause their development 
in the next generation. GraduaUy, as the study of heredity 
and of the actual origin of the germ-cells has progressed, 
biologists have given up this view in favour of a belief in 
germinal continuity, that is, that the germ - substance is 
derived from previous germ-substance, the body being a kind 
of offshoot from it. The child is, thus, like its parent, not 
because it is produced from the parent, but because both 
child and parent are produced from the same stock of germ- 
plasm.” ‘ If this view be sound, it follows that those definite 
characteristics of an organism, whose appearance is determined 
by the presence of definite structures or substances in the 
germ-cells, cannot be directly affected by any quality “ acquired ” 
^y an ancestor. It is only characteristics of an indefinite 
<iuantitative kind, such as may be supposed to arise from the 
intercommunication of the germ-cells with the other cells of 

‘ Wilaoa, Ths Cell m Developmenl and Inheritanee, p. la ; quoted by 
^ &• Look, FariaHon, Jftrndity and JBmluiim, p. 88. 

* p. igi. 
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the body and the reception of fluid or easily soluble substances 
from them, that can be affected in this way. The character- 
istics thus reserved are not, of course, wholly without 
significance. The question whether the submission of germ- 
cells to a poisonous environment reacts permanent^ upon 
the descendants of those cells does not seem to be A closed 
one. Professor J. A. Thomson writes: “There is A\ great 
difference between a poisoning of the germ-cells along with 
the body and the influencing them in a manner so specific 
that they can, when they develop, reproduce the particular 
parental modification.”^ The germ -cells do not lead "a 
charmed life, uninfluenced by any of the accidents or incidents 
of the daily life of the body which is their bearer.” * On the 
contrary, there is some evidence that, not only direct poisons 
like alcohol, but even injuries to the parent, may, by reacting 
on the nutrition of the germ-cells, cause general weakness and 
resultant bad properties in the offspring, though how far the 
offspring of their offspring would be affected is doubtfuL But 
the general opinion among biologists appears to be that the 
effect of the acquired characteristics of one generation upon 
the quality of the succeeding generation is, at all events, 
very small compared with the effect of the inborn character- 
istics of the one generation.* “Education is to man what 
manure is to the pea. The educated are in themselves the 
better for it, but their experience will alter not one jot 
the irrevocable nature of their offspring.” * In like manner 
"neglect, poverty, and parental ignorance, serious as their 
results are, (do not) possess any marked hereditary effect” * 
This biological thesis, which, since it is dominant among 
experts, an outsider has no title to dispute, is, as I have 
said, the scientific foundation of the view that economic 
circumstances, because they are environmental, are not, from 
a long - period standpoint, of any real importance. The 


* J. A. Thomson, HtredUy, p. 198. 

* Ibid. p. 204, 

» ^k, Fariatum and Heredity, pp 89-71. 

* Pwnett, Mmddim,, p. 81. 

* V ^ Committo* on Pfaysioal Drtorioration,” Befort, 

£. iifwoS: £f^®*** ^ « poitoriort, and not to 

M tafswnco from general biological prlndplee. 
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biological piemise I accept, To the Bociol<^cal conolnsion, 
however, I demur. Mr. Sidney Webb has uttered a genial 
protest against a too exclusive attention to the biological 
aspect of social problems. “ After all,” be writes, " it would 
not be of much use to have aU babies born from good stocks, 
if, generation after generation, they were made to grow up 
into bod men and women. A world of well -bom but 
physically and morally perverted adults is not attractive.”* 
My criticism, however, goes deeper than this. Professor 
Punnett and his fellow - workers would accept Mr. Webb’s 
plea. They freely grant that environing circumstances can 
affect the persons immediately subjected to them, but they, 
nevertheless, hold that these circumstances sure unimportant, 
because, not being able to influence the inborn quality of 
succeeding generations, they cannot produce any lasting 
result. My reply is that the environment of one genera- 
tion can produce a lasting result, because it can affect the 
environment of future generations. Environments, in short, 
as well as people, have children. Though education and so 
forth cannot influence new births in the physical world, they 
can influence them in the world of ideas ; * and ideas, once 

> EugetUc$ ItevieWf November 1910, p. 2S6. 

^ As inteTMting oomperieon otn be made between the procees of evolution 
in theae two worlds. In both we find three elements, the occumm pro- 
piyatum and wnfiid mutations. 

In bo^ worlds the himd of mutations that occur appear to be fortuitous, 
and cannot be controlled, though in both it is sometimes suggested that the 
tendency to mutate Is enooura^ by latge changes in, and particular kinds of, 
environment For example, Bae suggested, as conditions favourable to the 
emer^noe of iaventiona, gen^ niheavals, ludh as wars or migrationa, and the 
adoption In any art of a new niaterial---sucb as steel in building---^ther for 
lack of the oU material or tturough the possession of a sped^ly effective 
liaw one, and he maintdned that the stable agricdtural diatriets rarely 
yield inventions (2%s Sodoloffieal Tkoory pp. 172>3). In both 

worlds again, with every increase of vwrMUHipf the dhimoe that a **good" 
mutation wiU ooour is inarsaied. Esnoi, ostsm jNirihcs, eavironments that 
mke for variabilify are a means to good. Thus, of local govemments 
®*r«haU writes : **A11 power of variation that la oonaistmit with order and 
economy of administration is an almost unsiked good. The prospects of pro* 
grem are increased by the mnltiplioity of parallel experiments the inter* 
<^i^union of ideas belwean many psople, each of whom haa some opportnnity 
P ^ting pmctieally the value of his own suggestions" (Mmmmim to As 
Oommimbm m lAoat TmaHoitf p« 123 ; efi also Booth, v. 

^ and Hobhonse, Jknmmp md np. 12M). 

of mutatiom, on the other mdi does not prooeed in the 

m way among ideas ae among oxgadmok Ammig the latter the fertility of 
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produced or once accepted by a particular generation, whether 
or not they can be materialised into mechanical inventions, 
may not only remodel from its very base the environment 
which succeeding generations enjoy,* but may also pave the 
way for further advance. For, whereas each new map must 
begin where his last ancestor began, each new invention.^gins 
where its last ancestor left off® In this way a peniihnent 
or, rather, a progressive change of environment is brought 
about, and, since environment is admittedly able to exert 
an important influence on persons actually subjected to it, 
such a change may produce enduring consequences. Among 
animals, indeed, and among the primitive races of men this 
point is not important. For there what the members of 
one generation have wrought in the field of ideas is not 
easily communicated to their successors. “ The human race, 
when widely scattered and incapable of intercommunication, 
makes the same discovery a hundred times. Its efforts 
and its triumphs are annihilated with the death of the 
individual, or of the last member of the family in which 
the invention has been passed on by oral tradition.”* But 
among civilised men the arts of writing and of printing 
have rendered thought viable through time, and have thus 
extended to each generation power to mould and remodel 
the ideal environment of its successors. Tarde grasped 


the mutated members that survive is not, but among the former it is, afTocted by 
their adaptation or otherwise to successful struggle. Animals that are failures 
and those that are successes are equally likely, if they survive, to have offspring. 
But, among ideas, those that fail are likely to be barren and those that succeed 
to be prolific. 

Still more marked is the difference between the oharaeter of the struggh 
that takes place between mutated members in the two groups. In the physical 
world the process is negative — the failures are cut off. In the world of ideas it 
is p<Mitive — -successful ideas are adopted and imitated. One consequence of 
this is that, in general, a successful experiment diffuses itself muoh mororafddly 
than a successful “sport." 

j This consideration affords a powerful argnment for the expenditure of State 
fun^ upon fining the girls of the preaent generation to become oom}wtent 
mothers and housewives, because, if only one generation were so tanght, a family 
traditton would very probably become established, and the knowledge given in 
tne nm instance at public coat would propagate itself throu^ successive 
generations without any further cost to anybody. (Of. Bepc^ rf the Inter- 
departoentel CommittM on Physical Deterioration, p. 42 .) 

Of. Fiske, Iwmiwn,, p. 268 . * 

• Miyewski, Za Seimet dt la cMlitation, p. 228« 



CB. X 


THE QUALITY OF THE PEOPLE 


115 


this point when he wrote : " To facilitate farther production 
is the principal virtue of capital, as that term ought to he 
understood. But in what is it inherent? In commodities 
or in particular kinds of commodities ? Haj, rather in those 
fortunate experiments of which the memory has been pre- 
served. Capital is tradition or social memory. It is to 
societies what heredity or vital memory, — enigmatical term, 
—is to living beings. As for the products that have been 
saved and stored up to facilitate the construction of new 
copies of the models conceived by inventors, they are to these 
models, which are the true social germs, what the cotyledon, 
a mere store of food, is to the embryo.” ^ Bacon had already 
exclaimed: "The introduction of new inventions seemeth to 
be the very chief of all human actions. The benefits of new 
inventions may extend to all mankind universally, but the 
good of political activities can respect but some particular 
country of men: these latter do not perdure above a few 
ages, the former for ever." Marshall writes in the same 
spirit: “The world’s material wealth would quickly be re- 
placed if it were destroyed, but the ideas by which it was 
made were retained. If, however, the ideas were lost, but not 
the material wealth, then that would dwindle and the world 
would go back to poverty. And most of our knowledge of 
mere facts could quickly be recovered if it were lost^ but 
the constructive ideas of thought remained; while, if the 
ideas perished, the world would enter again on the Dark 
Ages.” * Nor is even this a full account of the matter. As 
Marshall observes in another place: "Any chsmge that 
awards to the workers of one generation ^tter earnings, 
together with better opportunities of developing their best 
qualities, will increase the material and moral advantages 
which they have the power to offer to their children ; wb^, 
increasiug their own intelligence, wisdom and forethought, 
such a change will also, to some extent, increase their ^lUng- 
to sacrifice their own jfieasuree for the well-being of their 
<^hildreD.” * Those children, in turn, bmng themselves rendered 

> Ia Legifpi* lotiak, p. S6S. 

* /VOw^Im tfMmimta, p. 780 k 

• /Mhp. 008 . 
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stronger and more intelligent, will be able, when they grow 
UP to offer a better environnient — and under the term en- 
vkonment I include the physical oircumstonces of the 
mother before, and immediately after, child-birth to their 
children, and so on. The effect goes on piling itself up. 
Changes in ancestral environment start forces, which ^odily 
continuously and cumulatively the conditions of sucqbeding 
environments, and, through them, the human qualities for 
which current environment is in part responsible. Hence, 
Professor Punnett's assertion is unduly sweeping.* Progress, 
not merely permanent but growing, can be brought about 
by causes with which breeding and gametes have nothing to 
do. Nor, indeed, must we rest content with the word can. 
There is strong reason for holding that the enormous develop- 
ment in the merOal equipment of mankind, which has taken 
place during historic times, has not been associated with any 
significant germinal change. With growing density of popula- 
tion the machinery of thought has been developed through 
contact and co-operation among persons of not substantially 
greater germinal endowment than was possessed by earlier 
generations. “ This is the paradox of the population problem. 
Change among species in a state of nature is based upon 
germinal change alone ; change among our pre-human ancestors 
was equally a matter of change in the quality of population ; 
but the explanation of the most outstanding fact in recent 
history broadly viewed (i.e. the great acceleration of progress 
in knowledge and power) is to be sought in a change in quan- 
tity, rather than in quality, of population.” * We conclude, 
then, that there is no fundamental difference of the kind 
sometimes supposed between causes operating on acquired, 
and causes operating on inborn, qualities. The two are of 
co-ordinate importance; and the students of neither have a 
right to belittle the work of those who study the other. 


T “portanoe of this point ia iUnatmtcd by the obwrretion of the 

^ndon Education aromittee of 1905, that the children bom in * y«« 

wS average phyaiqne, and viec vena. (Of 

Wells, New Worlds for Old, p. 216.) » 

editions of his book Professor Pannett’a argument i» stated in * 

‘^°®* »kat has been said above, (tl- 

Mendeltem, third edition, p. 167.) 

® Carr-Saunders, The Topulation JProbUm, p. 4S1. 
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§ 4. I proceed now to the third of the topics indicated 
for discnssion in the first section of this chapter, namely, 
the extent to which new biological knowledge makes it 
necessary for us to qualify the conclusions laid down in 
Chapters VII. and VIIL These conclusions, it will be 
remembered, were to the effect that, other things being 
equal, (1) an increase in the size of national dividend — pro- 
vided that it is not brought about by the exercise of undue 
pressure upon workpeople, — and (2) a change in the dis- 
tribution of the dividend favourable to the poor, would 
be likely to increase economic welfare and, through economic 
welfare, general welfare. Against these conclusions the bio- 
logically trained critic ui^s an important caution. May it 
not be, he asks, that advance along the first of these lines, 
1)7 checking the free play of natural selection and enabling 
feeble children to survive, will set up a cumulative influence 
making for national weakness; and that advance along the 
second line, by differentiating in favour of inferior stocks, 
will have a similar evil effect ? Is there not ground for fear 
that the brightness of the stream of progress is deceptive, 
that it Imars along, as it flows, seeds of disaster, and that 
the changes we have pronounced to be productive of welfare 
are, at the best, of doubtful import ? The two parts of this 
thesis must now be examined in turn. 

§ 5. The danger to national strength that results from 
a growth of wealth in general has been emphamsed by many 
writers. In a softened environment children of feeble con- 
stitution, who, in harder circumstances, would have died, are 
enabled to survive and themselves to have children.^ It has 
even been suggested that in this fact may lie the secret of 
)'he eventual decay of nations and of aristocracies which 
have attained great wealth. There are, indeed, mit^ating 
circumstances, which may be urged in extenuation of this 
view. First, according to the most recent biological opinion, 
the survival of weakly children, if their weakness is, as it 
accidental, and not due to inherited defect, m not 
'^h.imately harmful to the stock, because the children of the 
vfeakly children are quite likely to be strong. Secondly, 

* (V. Hkjonft, XloHwMim mi Soot Bngrm, p. S8. 
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weakness in infancy is not necessarily a good index of 
essential inborn weakness; and Mr. Ynle, after reviewing 
the available statistics by mathematical methods, is led to 
suggest that, perhaps, “ the mortaUty of infancy is selwtive 
only as regards the special dangers of infancy, and its 
influence scarcely extends beyond the second year o^i^life, 
whilst the weakening effect of a sickly infancy is of greater 
duration.” ^ These mitigating circumstances somewhat Kmit, 
though they may well fail to overthrow, the thesis that 
growth in wealth, unaccompanied by any safeguard, is likely 
to deteriorate the inherent quality of the race. There is 
also available a further mitigating circumstance, which is 
less fundamental, though not less important. For, even if 
the inherent quality of the race is somewhat injured, it does 
not follow that the finished products, which contain, of 
course, at once inherent and environmental qualities, are so 
injured. If increased wealth removes influences that make 
for the elimination of the unfit, it also removes influences 
that make for the weakening of the fit. The total effect 
of this twofold action may well be beneficial rather than 
injurious. That this is in fact so is suggested by an 
important report published by the Local Government Board 
on the relation of infantile mortality to general mortality. 
In that report Dr. Newsholme directly combats the view 
that improvements making for a reduction of infant mortality, 
by enabling more weaklings to survive, must be inimical 
to the average health of the population. He finds, on the 
contrary, “that the counties having high infant mortalities 
continue, in general, to suffer somewhat excessively tiiroughout 
the first twenty years of human life, and that counties 
having low infantile mortalities continue to have relatively 
low death-rates in the first twenty years of life, though the 
superiority is not so great at the later as at the earlier 
^es. ... It is fair to assume, in accordance with general 
experience, that the amount of sickness varies approximately 
with the number of deaths; and there can be no reasonable 
doubt that, in the counties having a high infant death-rate, 
there is — apart from migration — ^moie sickness and a lower 
* [Od. 6268], p. 82 (im-lOX 
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standard of health in youth and in adult life than in counties 
in which the toll of infant mortality is less"^ Dr. 
Hewsholme's argument is, indeed, open to the reply that 
ascertained differences between i^e several counties in 
infantile death<rate and later death-rate may hath he due 
to differences in the quality of the inhabitants of the several 
counties. The ai^ument, therefore, fails to prove that the 
direct beneficial effect of better environments doe to greater 
wealth outweighs the indirect injurious effect of the impedi- 
ment they place in the way of natural selection. It may 
be that the injurious effect is really the stronger, but that 
it is masked in the statistics because it is exercised upon 
persons who are ah initio of better physique — as is, indeed, 
suggested by their ability to earn more and so to live in 
better conditions — than the average. This criticism lessens 
the force of Dr. Newsholme’s statistical ai^ument* Still 
the directly observed fact that good environment removes 
influences tending to weaken the fit remains. In company 
with the considerations set out earlier in this section, that 
fact militates against the view that a growing dividend 
and the improvements that naturally accompany it carry 
seeds of future weakness, and so ultimately make against, 
rather than in favour of, economic welfare. In any event, 
the danger that they may have this effect can be readily 
and completely counteracted, if the policy of segr^ting 
the unfit, advocated in the second section, is adopted. As 
Professor Thomson points out, no biological evil can result 
from the preservation of weaklings, provided that they axe 
not allowed to have children.* There is, therefore, no need 
to surrender our conclusion that causes, which make for 
expansion of the dividend, in general make for economic 
nnd, through economic, for aggr^te, welfare. 

§ 6. The danger to national strength and efficiency 
through an improvement in the distribution of the dividend 

j ^iwrt fw 1809-10 [Od. 626*], p. 17. 

. t)r. Ntwtholme’t «nnim«nt wu Mvenlj oritioiied— partly nndar a 
^>»!)prehen8ioii of ita purpow~by ProtiBiaor Karl Peaiwm in Us Oavuidlsh 
P> Kawaholna nnliad in Us second (1918) report 

^'^•/Mpp. 46.62. 

BtredUf, p. 628. 
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might seem a priori to be very important For improved 
distribution is likely to modify the proportion in which 
future generations are bom from the richer and poorer classes 
respectively. If, therefore, the poorer classes compri^ less 
efficient stocks than the richer classes — in fact, e<^nomic 
status is anything of an index of inborn quality — in^roved 
distribution must modify the general level of inborn qaality, 
and so, in the long run, must react with cumulative force 
upon the magnitude of the national dividend. Now I do 
not agree with those who hold that poverty and inborn 
inefficiency are obviously and certainly correlated. Extreme 
poverty is, no doubt, often the result of feckless character, 
physical infirmity, and other “ bad ’* qualities of finished 
persona But these themselves are generally correlated with 
bad environment ; and it is ridiculous to treat as unworthy 
of argument the suggestion that the “ bad ” qualities are 
mainly the result, not of bad original properties, but of bad 
original environment.^ Nevertheless, though it is not self- 
evident, it is, I think, probable, that a considerable measure 
of correlation exists between poverty and “bad” original 
properties For among the relatively rich thmre are always 
a number of persons who have risen from a poor en- 
vironment, which their fellows, who have remained poor, 
shared with them in childhood; and this sort of move- 
ment is probably becoming more marked, as opportunities 
of education and so forth are being brought more within the 
reach of the poorer classes. In like manner, of course, 
among the poor are some persons who have fallen from a 


* This class of difficulty is experienced in many stutintloal investigations 
of social problenw. For example, an interesting inquiry into the inheritanc* 
of ability, as indicated by the Oxford class liata and tho sobool Hats of Harrow 
and Charterhouse, was published some years ago by Mr. Sobuatar. But the 
value of his results is in some measure— it i» not poadble to eey i® 
measure— impamed by the fact that the poasession of able parenta ia apt to 
be correlated with the reception of a good formal, and, atill more, infonnsl, 
educatton. Mr. Schuster argues (p. 28) that the error dne to tUa oiremn- 
stance u not likely to be large. (Of. also Karl Paarw»n, Biamstrika, vol. & 
L. hand, in bis study of let CUum 

environment in promoting the phyMoal and 

Z A f«teurs-en demiire analyat-plongent law radw 
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gttperior environment. Among the original properties of 
these relatively rich there are presumably ^[aalities making 
for efficiency, which account for their rise ; while, among the 
original properties of t?uae relatively poor, there are, presum- 
ably, qualities of an opposite kind.* Hence, it is probably 
true that causes affecting the comparative rate of child- 
bearing among the relatively rich and the relatively poor 
respectively affect the comparative rate among those with 
“better” and “worse” original properties (from the point 
of view of efficiency) in the same direction. If it were true 
that increased prosperity in a poor class involved a higher 
rate of reproduction, it would follow that an improved dis* 
tiibution of the dividend would increase the number and, 
therewith, the proportion, of children bom from parents 
of stock other than the best Since, however, as is notorious, 
propagation among the lowest class of all is practically 
untrammelled by economic considerations, an increase in 
fortune to the poor as a whole could only increase tbe number 
of children bora to sections of the poorer classes other 
than the worst It would not, therefore, necessarily follow 
that the average quality of the population as a whole would 
be lowered. It is not, however, necessary to stop at this 
point. Professor Brentano’s investigations, which were 
previously noticed, have suggested that increased prosperity 
in a class tends, on the whole, to diminish rather than to 
increase the reproduction rate of that class, and reason 
bas been shown for believing that this tendency is not 
fully offset by accompanying improvements in the mortality 
rate.* Hence, it would seem, an improvement in the distribu- 
tion of the dividend may be expected actually to diminish 
the proportion of children born from inferior stocks. In 

‘ Pareto ignores these oonsidentions when he argues {SysUfiut todalides, 
P- IS tt Mq.) that an increase in the reUtire nninber of children bom to 
f* ^*’^ .rattst make for national deterioration beoauae, since the ohMren 
. are subjected to a leas sevwe struggle than thoee of the poor, 

. ®bildren, who would die if bora to the poor, will, if boro to ridi, 
the'r*’ feeble children. In view of the fiwts noted in 

miti olrcnmstanoc should bs regarded merely as a oounteraetiog foroe, 

a mw- ****^ destroying, the beneSoial oonaeqnenoea likely to reenlt from 

, htorease in fha fertility of the ridi. 

W. anfa, Chapter IX. | 8. 
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short, this biological consideration, so fer ftom reversing the 
of Chapter VIII., that improved distribution makes 
for and general welfere, lends, in {oesent con- 

ditions, some support to that conclusion. The results of 
that chapter, along with those of Chapter VIL, thtrefore, 
remain intact \ 
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THE METHOD OF DISCUSSION TO BE FOLLOWED 

In the preceding chapters it has been shown that economic 
welfare is liable to be affected in an important degree (1) 
through the size of the national dividend and (2) through the 
way in which it is distributed among the members of the 
community. If causes affecting the size of the dividend had 
no influence on its distribution, and causes affecting its dis- 
tribution no influence on its size, the remaining stages of our 
inquiry would be simple. Each of these groups of causes 
would be examined in turn separately. As a fact, however, 
the same causes will often act along both of these channels, 
with the result that an entirely satisfactory method of 
exposition is difficult to devise. After weighing up the 
comparative advantages of different courses I propose to 
proceed as follows. In Parts II. and III., I shall study the 
way in which economic welfare is affected by certain causes 
that operate upon it through the size of the dividend. I do 
aot propose to examine all the causes that might properly be 
brought under review in this connection. Inventions and 
^scoveries, the opening up of extensive sources of foreign 
•demand, improvements in the technique of marketing, and 
^be growth of accumulated capital wiU scarcely be discussed 
^t all. Part II. will be concerned with the way in which 
b® productive resources of the community, looked at generally, 
dmtributed among different uses, and Part III. with the 
^’^ganisation of labour in various aspects. These discussions 
been completed, Part IV. u devoted to an inquiry as to 

m 
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how far in actual fact causes that affect economic welfare in 
one sense through the size of the dividend are liable to affect 
it in a different sense through the distribution of the dividend, 
and to a study of the problems that arise when this 'sort of 
disharmony is manifested. 



PART n 

THE SIZE OF THE NATIONAL DIVIDEND 
AND THE DISTRIBUTION OF RESOURCES 
AMONG DIFFERENT USES 




CHAPTER I 


INTBODTICTORY 

1 1, In this Part we are concerned with causes that increase 
or diminish the size of the national dividend by acting on the 
way in which the productive resources of no matter what 
kind belonging to the country are distributed among different 
uses or occupations. Throughout this discussion, except 
when the contrary is expressly stated, the fact that some 
resources are generally unemployed against the will of ttie 
owners is ignored. This does not affect the substance of 
the argument, while it simplifies its exposition. The purpose 
of this introductory chapter is to indicate the general scope 
of the problem before us. 

§ 2. Certain optimistic followers of the classical economists 
have suggested that the “ free play of self-interest," if only 
Government refrains from interference, will automatically 
cause the land, capital and labour of any country to be so 
distributed as to yield a larger output and, therefore, more 
economic welfare than could be attained by any arrange- 
ment other than that which comes about “naturally.” 
Even Adam Smith himself, while making an exception in 
iavour of State action in “ erecting and maintainmg certain 
pohlic works and certain public institutions, which it can 
“ever be for the interests of any individual, or small 
“ember of individuals, to erect and maintain,” lays it down 
"any system which endeavours, either by extraordinary 
““couragements to draw towards a particular species of industry 
“ greater share of the capital of the society t3ian what would 
Jeturally go to it; or by extraordinary restraints to force 
‘ ^ particular speciea of industry some share of the capital 
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which would otherwise be employed in it . , . retards, instead 
of accelerating, the progress of the society towards real wealth 
and greatness, and diminishes, instead of increasing, the real 
value of the annual produce of its land and labouil^^ It 
wouldy :of course, be unreasonable to interpret this pas^ige in 
any abstract or universal sense. Adam Smith had in mind 
the actual world as he knew it, with an organised system of 
civilised government and contract law. He would not have 
quarrelled with the dictum of a later economist that “the 
activities of man are expended along two routes, the first 
being directed to the production or transformation of economic 
gooifa, the second to the appropriation of goods produced bj 
others.”® Activities devoted to appropriation obvioiisly do 
not promote production, and production would be promoted if 
they were diverted into the channels of industry. We must, 
therefore, understand him to assume the existence of laws 
designed, and, in the main, competent, to prevent acts of 
mere appropriation, such as those perpetrated by highwaymen 
and card-sharpers. The ftoe play of self-interest is conceived 
by him to be “ confined to certain directions by our general 
social institutions, especially the Family, Property, and the 
territorial State.”* More generally, when one man obtains 
goods from another man, he is conceived to obtain them hj 
the process, not of seizure, but of exchange in an open market, 
where the bargainers on both sides are reasonably competent 
and reasonably cognisant of the conditiona There is ground, 
however, for Iwlieving that even Adam Smith had not realised 
fully the extent to which the System of Natural Liberty needs 
to be qualified and guarded by special laws, before it will 
promote the most productive employment of a country’s 
resources. It has been said by a recent writer that 
working of self-interest is generally beneficent, not because of 
some natural coincidence between the self-interest of each and 
the good of all, but because human institutions are arrang^ 
so as to compel self-interest to work in directions in which it 


I t*-* thiiNi pwagmpli fiom tb* swl- 

Fareto, ManuaU di eeonomia politiea. pp, 444-1^ 

SodauSl, 0/ local m. d. eim Carver, ‘ 
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^ be beneiScent” * Thus, though it is, apart from any 
institutions, to the interest of each individual that all 
individuals, including himself, should refrain from thieving 
rather than that all should thieve, it would not be to the 
interest of any one that he personally should refrain from 
thieving, unless eUh&r, by so doing, he could induce others to 
follow his example — ^which he could not do— or there was a 
law or other sanction imposing penalties for theft This kind 
of coercive legal device for directing self-interest into social 
channels is well illustrated by the limitations which some 
civilised States impose upon the absolute powers of owners 
of property — such limitations as the Bavarian rule forbidding 
owners of forests to exclude pedestrians from their land, the 
French and American rules restraining a man from setting 
fire to his own house, and the practice prevalent in all 
countries of expropriating private owners where their expropria- 
tion is urgently required in the general interest* It is 
farther illustrated by the attitude of the law of modem 
nations towards types of contract — gambling debts, contracts 
in restraint of trade, agreements for contracting-out of certain 
legal obligations — which are deemed contrary to public policy 
and are, Idierefore, treated by the courts as void* This adjust- 
ment of institutions to the end of directing self-interest into 
beneficial channels has been carried out in considerable detaiL 
But even in the most advanced States there are failures and 
imperfections. We are not here concerned with those de- 
ficiencies of organisation which sometimes cause higher non- 
economic interests to be sacrificed to less important economic 
interests. Over and above these, there are many obstacles 
tbat prevent a community’s resources from being distributed 
among different uses or occa|»tion8 in the most effective 
The study of these constitutes our present {nroUem. 
^hat study involves some difficult analysis. But its purpose 
>8 essentially praoticaL It seeks to bring into dearm* light 
of the ways in which it now is, or eventually may become, 
easible for governments to control the play of economic 

* Oannaa, JBomomie IMtu, July 1918, p. 888. 

* OC Sly, tmd Gmfrtut, pp, 81 aod 180. 
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forces in such wise as to promote the economic welfare, and, 
through that, the total welfare, of their citizens as a whole, ^ 

1 Of Marshairs obsemtion: “Habh remama to bo d(nio, oaref\]] 
ooUeotion of the statistics of demand and supply and a aoiontifio intet^retatioD 
of their results, in order to discover what are the limits of the work that society 
can with advantage do towards turning the economic actions of indiviflils imj 
those channels in which they will add the most to the sum total of hapj>inett" 
(^PHiidples Scofumics, p. 476). 



CHAPTER II 


the definition of marginal social and private net 

PRODUCTS 

§ 1. Concerned as we are with the national dividend as 
a continuing flow, we naturally understand by the resources 
directed to making it, not a stock of resources, but a 
similarly continuing flow; and we conceive the distribution 
of these resources among different uses or places on the 
analogy, not of a stagnant pond divided into a number of 
sections, but rather of a river divided into a number of 
streams. This conception involves, no doubt, many difflculties 
in connection both with the varying durability of the 
equipment employed in different industries and with the 
dynamic, or changing, tendencies of industry as a whole. 
In spite of these difficulties, however, the general idea is 
exact enough for the present purpose. That purpose is 
provide a suitable definition for the concepts which 
ere fundamental throughout this Part, namely, the value of 
inargiml private and the value of the marginal eoeial net 
Fidv4st. The essential point is that these too must be con- 
ceived as flows-— as the result per gear of the employment 
year of the maiginal increment of some given quantity 
cf resources. On this basis we may proceed to work out our 
csfinition. 

§ 2. For complete accuracy it is necessary to distinguish 
ctween two senses in which the term marginal increment 
^ources may be employed. It may be conceived either as 
wig added, so to apeak, tttm outside, thus ocmstituting a net 
tj resources in existence, w as being 

deferred to the partieular nee car place we are studying 
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from some other use oi place. If the effect on production in 
a particular use or place of adding an increment of resources 
is independent of the quantity of resources employed elsewhere, 
the net products of these two sorts of marginal incremmt will 
be the same. It often happens, however, that this cc^dition 
of independence is not satisfied. Thus, as will be shown more 
fully in a later chapter, the wth unit of resources employed 
in a particular firm will yield different quantities of produce 
according as the quantity of resources employed in other 
firms in the same industry is larger or smaller. The net 
products derived from marginal increments of resources, iu- 
terpreted in the above two ways, might perhaps be distin- 
guished as additive marginal net products and substitutive 
marginal net products. In general, however, the net products 
derived from the two sorts of marginal increment of resources 
in any use or place are not likely to differ sensibly from one 
another, and for most purposes they may be treated as equi- 
valent 

§ 3. Waiving, then, this point, we have next to define more 
precisely what is meant when we speak of the marginal net 
product of the resources employed in any use or place as the 
result of the marginal increment of resources employed there. 
This is tantamount to saying that the marginal net product 
of a given quantity of resources is equal to the difference 
that would be! made to the total product of these resources 
by adding to or subtracting from them a small increment. 
This, however, is not by it^lf sufficient. For the addition 
or subtraction of a small increment' can be suscomplished in 
several different ways with correspondingly different results. 
We are here concerned with a psurticular way. For us the 
marginal net product of any flow of resources employed in snf 
use or place is equal to the difference between the aggregate 
flow of product for which that flow of resources, viihsn) 
priaiely organised, is responsible and the a ggr egate flow of pro- 
duct for which a flow of resources differing from that 
by a small (marginal) increment, ojppropruUdy orgav^’ 
would he responsible. In this statement the phrase < 0 ^ 
oppropnately organised is If we were thinltn^ 

of marginal net product in the sense vi the differ^®®* 



5H.n MARGINAL NET PRODUCTS DEFINED 138 


between the products of two adjacent qmntitm of resources, 
tre should normaUj imagine the resources to be organised 
suitably to one of these quantities and, therefore, not to the 
other. Since, however, our interest is in the difference 
between tihe products of two adjacent fiows of resources, it 
is natural to conceive each of the two flows as organised in 
the manner most appropriate to itself This is the conception 
we need. It is excellently illustrated by Professor J. B. 
Clark. The marginal increment of capital invested in a 
railway corporation is in reality, he writes, “a difference 
between two kinds of plant for carrying goods and passengers. 
One of these is the railroad as it stands, with all its equip- 
ment brought up to the highest pitch of perfection that is 
possible with the present resources. The other is the road 
built and equipped as it would have been if the resources 
had been by one de^ee less. A difference in all-round quality 
between an actual and a possible railroad is in reality the 
final increment of capital now used by the actual corporation. 
The product of that last unit of capital is the d^erence 
between what the road actually produces and what it would 
have produced if it had been made one degree poorer.” * 

§ 4. One further point must be made clear. The marginal 
net product of a factor of production is the difference that 
. would be made to tire aggregate product by withdrawing any 
I (small) unit of the factor. The marginal unit is thus not 
' sny particular unit. Still less is it the worst unit in existence 
—the most incompetent workman who is employed at all — 
u some writers have supposed ! It is any (small) unit out of 
fhe aggregate of units, aU exactly alike, into which we imi^[ine 
Ihis aggregate to be divided. Though, however, the marginal 
nnit is thus any unit, it is not any unit howevar placed. On 
die contrary, it is any unit conceived as placed at Gu maryin. 
The significance of this is best understood with the help of an 
' '^^fation. To withdraw a man attending a new machine or 
forking in an easy place in any industry and to do nothing 
^ se would, of course, affect aggregate output mote seriously 
an to withdraw a man attending an obsolete machine or 

to, ^iOribtUion fFtaUA, p. S60, I have mbstftnted ••prodaoed’* 
“med • in the ecntenee quoted above. 
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working in a difficult place would do. The marginal net 
product of work in that industry is then the difference 
that would be made to aggregate output by withdra^g for 
a day any (similar) man and redistributing, if necessi^, the 
men that are left in such wise that the machine con8e<)[liently 
left unattended or place of work left unfilled is the least 
productive machine or place of work of which use has hitherto 
been made. 

§ 5. So much being understood, we have next to distinguish 
precisely between the two varieties of marginal net product 
which I have named respectively social and privaie. The 
marginal social net product is the total net product of physical 
things or objective services due to the marginal increment of 
resources in any given use or place, no matter to whom any part 
of this product may accrue. It might happen, for example, 
as will be explained more fully in a later chapter, that 
costs are thrown upon people not directly concerned, through, 
say, uncompensated damage done to surrounding woods by 
sparks from railway engines. All such effects must be 
included — some of them will be positive, others negative 
elements — in reckoning up the social net product of 
the marginal increment of any volume of resources turned 
into any use or place. Again an increase in the quantity of 
resources employed by one firm in an industry may give rise 
to external economies in the industry as a whole and^so lessen 
the real costs involved in the production by other firms, of s 
given outptut. Everything of this kind must be counted in. 
For some purposes it is desirable to count in also indirect 
effects induced in people’s tastes and in their capaci^ to derive 
satisfaction from their purchases and possessions. Our principel 
objective, however, is the national dividend and changes in it 
as defined in Part I. Chapters IIL and V. Therefore psychical 
consequences are excluded, and the mai^ginal social net product 
of any given volume of resources is taken, except when special 
notice to the contrary is given, to consist of physical elements 
and objective services only, lie meniginal private net product 
is that part of the total net product of physfeal things ot 
objective services due to the marginal in CTenwwt of resources m 
any ^ven use or place which acemea ill tKe fifit instance 
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i.e, prior to sale — ^to the person, responsible for investing re- 
sources there. In some conditions this is equal to, in some it 
is greater than, in others it is less than the marginal social 
net product. 

§ 6. The value of the marginal social net product of 
any quantity of resources employed in any use or place is 
simply the sum of money which the marginal social net 
product is worth in the market. In like manner the value of 
the marginal private net product is the sum of money which 
the marginal private net product is worth in the market Thus, 
when the marginal social net product and the marginal private 
net product are identical and the person responsible for the 
investment sells what accrues to him, the value of both sorts 
of marginal net product in respect of a given volume of 
resources is equal to the increment of product multiplied by 
the price per unit at which the product is sold when that 
volume of resources is being employed in producing it.^ For 
example, the two sorts of marginal net product per year of a 
million units of resources invested in weaving being assumed 
to be identical, the value of both is equal to the number of 
bales of cloth by which the output of a million plus a small 
increment, say a million and one, exceeds the output of 
a million unite, multiplied by the money value of a bale 
of cloth when this output is being produced.* This, it 
should be observed in passing, is different from, and must 
by no means be confused with, the excess — if there is an 
excess — of the money value of the whole product when a 
million and one unite of resources are being employed over 
tbe money value of the whole product when a million unite 
we being employed. 


This definition tnottijr unuofli that the realiaad piioe ia equal to the 
pttginal) demand price. If government limitation of price oanaee it to he 
tn^u**^**^ than this, the value of the marginal net prodnct will need 
the” “‘.*®>T>r*ted aa the maii^nal (phyrioal) net prodnct multiplied by 
demand prioa, and the marghial demand prica in theaa e^itioiu 
, n*'* equal to the aotual eelling price, 
the c f , JVjncipfes qf JScmumiee, p. 847. It will be notioed by 

minimi- even wh«n the addiiiiie maiginal net product and tiie 

Pttiduot *11°*”*^ not j^odnot a» equal, value of teo oMwginal net 
riditiv j ^ dllforoBt aooMdisg aa nmiginal net prodnct b iateiiiwtad aa 

ertr : * at •uhatitatiya oiasmMl not prodnot Tho diffaronoo bow? 
’ fssnwal, ho of tiM aooafnd onlot of nmilla. 
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THE VALUES OF MAUGINAL SOCIAL NET PRODUCTS AND 
THE SIZE OF THE NATIONAL DIVIDEND 

§ 1. Let us suppose that a given quantity of productive 
resources is being employed, that there are no costs of move- 
ment between different occupations and places, and that con- 
ditions are such that only one arrangement of resources will 
make the values of marginal social net products everywhere 
equal.^ On these suppositions it is easy to show that this 
arrangement of resources will make the national dividend 
larger than it would be under any other arrangement This 
follows from the definition of changes in the size of the 
national dividend given in Part I. Chapter V. The value of 
the marginal social net product of resources in any use is the 
money measure of the satisfaction which the mai^nal increment 
of resources in that use is yielding. Whenever, therefore, the 
value of the marginal social net product of resources is less 
in any one use than it is in any other, the money measure of 
satisfaction in the aggregate can be increased by transferring 
resources from the use where the value of the marginal social 
net product is smaller to the use where it is larger. It follows 
that, since, ex hypothesi, there is only one arrangement of 
resources that will make the values of the marginal social 
net products equal in all uses, this arrangement is necessarily 
the one that makes the national dividend, as here defined, a 
maximum.’ 

• The ooneiderations developed in Pert III. Oheptor IX. I S •» h«* 
vutonelly ignored. 

* A minor point should be noticed in pueing. In oooupatiotts 1# which 
reeources are employed, the toIuo of the marginal B«t {Hroduet of reoottro* 

m general, be smaller than it is in ooonpatioDs whom acnw rfontnts aiw «npl®y*“' 
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§ 2. This condusion may be extended to show that, when 
•omplete equality among the values of marginal social net pro> 
iucts is wanting, a diminution in the degree of inequality that 
exists among them is likely to benefit the national dividend, 
rhis result cannot, however, be set down without explanatioa 
[{ the uses in which resources are employed were oxdy two in 
aumber, its meaning would be perfectly clear and its validity 
andoubted. In fact, however, these uses are very numerous, 
rhis circumstance gives rise to a difficulty, which has already 
been referred to in another connection.^ The meaning of 
ihe concept of greater or less equality among a large number 
)f values is ambiguous. Are we to measure the degree of 
equality by the mean deviation from the average vtdue, or 
by the standard deviation, or by the “ probable error,” or by 
some other statistical measure? If we use the standard 
deviation as our criterion, reasoning akin to that of the foot- 
note on p. 97 shows that a decrease in the degree of inequality 
subsisting among the values of marginal socud net products in 
difierent uses will probaUy lead to an increase in the national 
dividend. But it is not certain to do this unless the decrease 
of inequality is brought about by a group of (one or more) 
changes of individual values, satA one of which taken hy itedf 
tends to decrease inequality. Thus, if the distudbution of 
resources is so altered tliat a number of values of marginal social 
net products which are below the average are all increased, 
or if a number which are above the average are all diminished, 
it is certain that the dividend will be increased. But, if a 
cause comes into play, which, while decreasing Uie d^^ree of 
inequality among the values of marginal social net products <m 
[the whole, yet increases tome values that are above the average 
ftnd diminishes sows that are below it, this is n<rt oertain. 
Ihis type of difficulty is not, however, of great practical 


This 


s circumrtanod clearly does not imply the existanoa of beqnality amtmg tka 
'ines of marginal net prodneta in any sense inoompatible with the maxinueatjen 
tbo national dividend. Bat, if it ahoidd anywhere happen that tiie vahw of 
)in product of rceoaroee in an occupation where no leeouroea are 

ployed is larger than it is in ooeopations where acme resoaroee are em|doyed, 
•9 ; » profitable ventoie which tat some reason pei^ have ^ed to exploit,— 
inoquaii^ would bo an offeetive iaeonality and wovM be inoompeti^ with 
“Mtmiaation of tho divldanA 
Of. oni,, Part I. Chapter VIII. | 7. 
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importance, because the obstacles to equality with which 
we have to deal are, for the most part, general obstacles, 
and operate in the same sense at nearly all points where 
they operate at all. 

§ 3. Let us next take account of the fact that in r^l life 
costs are often involved in moving resources from onflfi place 
or occupation to another, and let us inquire in what, any, 
respects this fact makes it necessary to modify the conclusions 
set out above. The kernel of the matter can be displayed 
as follows. Suppose that between two points A and B the 
movement of a unit of resources can be effected at a capital 
cost equivalent to an annual charge of n shillings for 
every year during which a unit that is moved continues in 
productive work in its new home. In these circumstances the 
national dividend will be increased by the movement of resources 
from A to B, so long as the annual value of the marginal 
social net product at B exceeds that at A by more than n 
shillings ; and it will be injured by any movement of resources 
which occurs after the excess of the value of the marginal 
social net product at B has been reduced below n shillings. If 
the initial distribution of resources between A and B is such 


that the value of the marginal social net product at B exceeds 
(or falls short of) the value of the marginal social net product 
at A by any number of shillings less than », say by (n - h) 
shillings, the existing arrangement — ^that under which the 
values of the marginal social net products at the two points 
differ by (n — h) shillings — ^is the best arrangement, not indeed 
absolutely, since, if there were no costs, a better arrangement 


would be possible,' but relatively to the fact of the initial distribvr 
turn and the eodsting costs of movem&nt. It is not> be it noted, 
the best arrangement relatively to the existing cc^ts of move- 
ment alone. We cannot say that, when the costs of movement 
are equivalent to n shillings, the n a t ion al dividend is best 
served by a distribution under which tilie values of the maiginsl 


social net products at A and B differ by such and such a defined 
number of shillings. The only accurate statement is ; when the 
costs of movement between A and B are equivalent to n shilliDjl®’ 
the national dividend is best served by th e maintenance ot 


* CL post, Ob. Y. I s. 
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he existing distribution, whatever that may be, provided 
hat this distribution does not involve a diveigence in the 
'alues of marginal social net products greater than n shillings ; 
,nd, if the existing distribution does involve a divergence 
jreater than n shillings, by a new distribution broi^ht about 
)y the transference of sufficient resources to bring the diver- 
gence down to n shillings. 

§ 4. The results set out in the two preceding sections 
est upon the assumption that there is only one arrangement 
if resources which makes the values of marginal social net 
)roductB everywhere equal — or as nearly equal as, in view 
if costs of movement, it is to the interest of the national 
lividend that they should be made. This assumption would 
)e justified if the value of the marginal social net product of 
•csources employed in each several use was always smaller, 
he greater the volume of resources employed there. There 
ire, however, two sets of conditions in which this is not 
}o. First, the employment of additional resources in the 
production of a commodity may, after a time, enable improved 
methods of organisation to be developed. This means tW de- 
creasing supply price prevails, in such wise that the marginal 
(physical) net product of a greater quantity of resources exceeds 
the marginal (physical) net product of a smaller quantity: 
and, whenever this happens, it is possible, though, of course, 
it is not necessary, that the value of the marginal social net 
product of several different quantities of resources that might 
be engaged in producing the commodity will be the same. 
Secondly, the employment of additional resources in the pro- 
duction of a commodity may, after a time, lead to an increase in 
the price per unit offered by consumers of any given quantity 
of it. For their taste for it may be lastingly enhanced — obvious 
examples are afforded by the taste for music and tobacco — 
through experience of it. When this happens the value per 
onit of a larger product will (after an appropriate interval of 
time) be greater than the value per unit of a smaller product 
ft follows that, even for commodities whose production is 
oot subject to conditions of decreasing supply price in the 
®<mse defined above, there may be, though, of course. 

* For a ttody of thU ooaoept of. fsO, C&apter XI. 
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there need not be, several different quantities of invested 
resources, the values of whose marginal social net pro- 
ducts are the same.^ Hence, the conclusions set out above 
require to be restated in a modified form* Allowance being 
made for costs of movement, it is true that the dividend dbnnot 
reach the maximum attainable amount tmlesa the ’^ues 
of the marginal social net products of resources in all , uses 
are equal For, if they are not equal, the dividend can 
always be increased by a transference of resources from the 
margin of some uses to the margin of others. But, when 
the values of the marginal social net products in all uses 
are equal, the dividend need not attain an unequivocal 
maximum. For, if several arrangements are possible, all 
of which make the values of the marginal social net products 
equal, each of these arrangements does, indeed, imply what 
may be called a relative maximum for the dividend; but 
only one of these maxima is the unequivocal, or absolute, 
maximum. All of the relative maxima are, as it were, the 
tops of hills higher than the surrounding country, but only 
one of them is the highest hill-top of all Furthermore, it 
is not necessary that all positions of relative maximum should 
represent larger dividends than all positions which are not 
maxima. On the contrary, a scheme of distribution approxi- 
mating to that which yields the absolute maximum, but 
not itself fulfilling the condition of equal marginal yields, 
would probably imply a larger dividend tiian most of the 
schemes which do fulfil this condition and so constitute 
relative maxima of a minor character. A point near the 
summit of the highest hill may be higher than any summit 
except the highest itself. 

^ ’ If equality of the values of marginal net products is attained when 1000 
units of resources are devoted to the production of a particular thin& and alsO) 
ftsBMtse decreasing m^ly price, when 6000 units are so devoted, tte nation^ 
dmdend is necessarily larger under the latter arraagemeat If ” 

attuned with 1000 units and also, iecante cf reeuHoiu Uutse, with 6000 
unita, both economic welfw-e and the national divMuid, ftom the point of view 
of the period in which the 6000 units are operating, am aeoeasi^y larger under 
the latter arrangement But the national dividend, horn the point of view of 
tl» othw penod, may be smaller under the 6000 unit y amngement In “*•* 
<M««nistanoM, the definition of p. 64 compels ns to omieltide that, fro® 
abeolnte point of view, the dividends und e r the two arnKMC®®** *** 
incommensurable. 
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§ 5. These considerations show that, even though the 
values of marginal social net products were everywhere equal or 
differed only in ways “justified” by the costs of movement, 
there might still be scope for State action designed to increase 
the magnitude of the national dividend and augment economic 
welfare. Benefit might be secured by a temporary bounty (or 
temporary protection) so arranged as to jerk the industrial 
system out of its present poise at a position of relative maximum, 
and induce it to settle down again at the position of absolute 
maximum — the highest hilbtop of all This is the analytical 
basis of the argument for the temporary protection, or other 
encouragement, of infant industries ; and, if the right infants 
are selected, the right amount of protection accorded, and this 
protection removed again at the right time, the argument is 
perfectly valid. Benefit might also be secured by a permcumi 
bounty at a different rate from that contemplated above, so 
arranged as to force the industrial system from Uie summit of the 
hill-top on which it is found to any position, that overtops 
its present site, on the slope of a higher hill. The conditLons 
iu which bounties are likely to have this effect, rather than 
that of shifting the economic system to a different position on 
the hiU that it is on already, are somewhat special But it 
can be proved that, in certain states of demand and supply, 
me rates of bounty must have this effect.* 

’ Tlie ahapea of the demand and supply oorree and the sise of the bounty 
must be such that, when the demand onnre is raised by the bounty, it does not 
cut the supply curve at any point corresponding to its former point of intorseetion, 
hut does out it at a point corresponding to a point of stable equilibrium ibrtber 
to the right than this. Tliis condition can rmily be depicted in a diagram. 



CHAPTER IV 


KATES OF RETURN AND THE VALUES OF MARGINAL PRIVATE 

NET PRODUCTS 

§ 1. The rate of return per unit in money obtained from anj 
quantity of any kind of productive resource in any use is, in 
general, equal to the value of the mai^nal private net product 
of that quantity of that kind of resource there. As between 
different occupations and places, therefore, the relation between 
rates of return is the same as the relation between values of 
marginal private net products ; so that equality or inequality 
among rates of return is the same thing as equality or in- 
equality among values of marginal private net products. In 
this and the four following chapters 1 shall, for convenience, 
sometimes use the term of rate of returns — or, more loosely, 
returns — in place of the longer synonym. 

§ 2. Anybody who has control of any quantity of any 
form of productive resource will try so to distribute it among 
various uses that it brings him the largest possible money 
receipta If he thinks that, apart from cost of carriage and 
so on, he can get more money by transferring a unit from any 
one use to any other, he will do so. It follows that the free 
play of self-interest, so far as it is not hampered by ignorance, 
tends, in the absence of costs of movement, so to distribute 
resources among different uses and places as to render rates 
of return everywhere equal. By an easy extension of the 
argument it can be shown that, where there fltfa costs oi 
movement, the free play of self-interest, again so far as it 
not hampered by ignorance, tends, not to bring about equality 
in rates of return, but to prevent any divergences firom equality 
in excess of those that, relatively to the &ct that thei« 

ua 
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are costs of moTement, allow the sum total of returns to attain 
a maximum. 

§ 3. It follows that, if private and social net products 
everywhere coincide, the free play of self-interest, so far as it 
is not hampered by ignorance, will tend to bring about such a 
di.stribution of resources among different uses and places as 
will raise the national dividend and, with it, the sum of 
economic welfare to a maximum.* The distinctions drawn in 
the last sections of the preceding chapter show, indeed, that 
several maxima are possible, so* that the one which self-interest 
tends to bring about need not be the highest maximum attain- 
able. This, however, is a secondary matter. The essential 
point for our present purpose is that, when marginal private 
net products and marginal social net products coincide, any 
obstacles that obstruct the free play of self-interest will, in 
general, damage the national dividend. In real life, of course, 
marginal private and marginal social net products frequently do 
not coincide. In Chapters V.-VIII. this fact will be left out of 
account : but in later chapters, particularly Chapters IX.-XI., 
the consequences that follow from it will be fully examined. 

‘ The conception of the free play of self-intereet must, of course, for thk 
{uirpose, be taken to ezclnde monopoly action. Of. poat, Ohapten Xllf.-XYII. 



CHAPTER V 


the effects of kuminatino obstacles to movement 

§ 1. The purpose of this chapter is to study the way ia 
which the size of the national dividend will be affected by a 
reduction of the obstacles to the movement of productive 
resources that are set up by ignorance and costs of movement 
It is legitimate for this purpose to ignore differences between 
marginal social net products and marginal private net products; 
for, though particular obstacles to movement may prevent 
equality ktween the values of maiginal private net products 
in such wise as to promote equality between the values of 
marginal social net products, there is no reason to suppose 
that obstacles to movement in general act in this way. It 
is proper to regard divergences between social and private 
net products as one factor making for inequality in the values 
of marginal social net products, and obstacles to movement as 
a second factor superimposed upon this; so that to weaken 
the force of either factor may be expected, in general, to 
promote pro tarUo the equality that is desired. Assuming 
this, I shall, for simplicity of diction, in this and the following 
chapter, speak of marginal net product without any adjective. 

§ 2. If the total quantity of productive resources at work 
be taken as given, it would seem at first sight that a reduction 
effected without expense in either sort of obstacle must 
neces^ily make the rates of return in different uses and places» 
that is to say, the values of marginal net products, less unequal, 
and, consequently, must make the dividend larger. In 
however, things are not so simple as thia- The fact that 
obstacles to free movement comprise bot^ costs of moveiuc®^ 
and imperfections of knowledge co ip p lioat es the situation ; 

Ui 
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we have to contemplate reductions of costs while knowledge 
is still imperfect and improvement of knowledge while costs 
remain. 

§ 3. It is plain that, if people think that a larger return 
con ^ obtained by sending resources away from A for employ- 
ment at B, a diminution in costs will cause resources to be 
sent, which, as a matter of fact, would have been more pro- 
ductive if left where they were. It is thus certainly possiMe 
that a reduction of costs in actual life may render the values of 
marginal net products more unequal, and so lessen the national 
dividend. In the appended footnote, however, it is shown by 
a technical argument that this is, on the whole, unlikely.^ 

§ 4. There is a dilBferent kind of complication when costs 
of movement remain unchanged but knowledge is improved. 
This improvement need not lead to an increase in equality 

• The proof ia m follows. Let people’s judgment oonceraing the -velne of 
the merginel net product of resources invested at B be correct, but let t^eir 
Mtimste of the oorreeponding vmlaA at A differ from fact bj a defined quaatily A. 
Let the costs of movement between A and B be equated to an annual sum spread 
over the period during which the unit of resources that has moved may be 
expected to find profit is staying ia its new place. This annual sum is not 
necessarily the same in respect of movements from A to B and movements from 
B to A. Transport, for example, ‘‘acts more easily down than up hill or stream 
[and] . . . tha barrier ot language acta more strongly from England to Germany 
than vice wna ” (Uaogregor, Indudrial Combinatvm, p. 24). For the present 
purpose, however, we may ignore this complication and represent costs in either 
direction by an annual sum equal to n. Oonstruct a figure in which positive 
vaines are marked off to the right of 0 and negative values to the left. Msrk 
•>S OM equal to k ; and MQ, MP on either side of M each equal to n. It is 
then evident that the sxcesa of the value of the marginal net product of resources 
It B over tiiat at A— let this sxoass be known as k — is indeterminate and may 
lie anywhere between a value OQ, which may be either positive or negative, 
ud a value OP which snay also be either positive or negative. A diminution 
1 b the value of a is rejusseatsd by movsmsnts on ths part of tbs two points P 
and Q towards M. 8s long ss tire values 

H 

P ' (i b 

M 

IT 11- r-i Tt.inniirr, --1^ - - ^-in, i, 

P 0 Q 

^ 1 and s art nmh tirat P and Q Us on opposite rides of 0, it is obvious that 
^jae movements make inpoasibla the UtitMt positive and the largest nsgstivs 
p t n ^ poafiws befoio, and uiva no other When, however, 

itk ^ Mae* ehls of O— 4a whidi ease, of oourse, all poesiUs vaines 

that^ ^ impossilde botii the hugest valnee k 

Were poseiblo bmn sad alio tits saalleet values. This denUs ofasnge 
™ ^^wly Hksl^ to iaawsse or to dimialtir ths valna of k, Bsaoa, if it 
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among the values of marginal net products. For suppose 
the conditions to be such that, if perfect knowledge prevailed, 
the value of the marginal net product of resources at one 
point A would exceed the corresponding value at another 
point B by one shilling, and that the cost of moving 4 unit 
of resources from B to A would just balance this advantage. 
But, in fact, let us further suppose, knowledge is impeiiffect ; 
people believe the value of the marginal net product at 
A to be higher than it really is ; they therefore send more 
resources from B to A than they would do if better informed ; 
and, therefore, the excess of the value of the marginal net 
product at A over that at B stands at less than n shillings. 
In these circumstances the growth of a more correct judg- 
ment would evidently iricrease the degree of inequality 
prevailing between the values of the marginal net products 
of resources at A and B. At the same time, however, it 
would evidently also increase the size of the national dividend. 
A reduction effected without expense in the obstacles set up 
by ignorance will thus always increase the national dividend ; 
though it will not always do it by promoting equality among 
the values of marginal net products. 

§ 5. At this point, however, we are brought up against a 
serious difficulty. Hitherto the total quantity of resources at 
work has been taken as given. In fact, however, the elimination 
or reduction of obstacles to the movement of productive 
resources may modify the quantity of these resources that 
come into action. We have, therefore, to ask whether the 
quantity of resources at work will ever be reduced, as a 
consequence of obstacles being removed, in such a way that 
the national dividend is made smaller and not larger than 

were tiie &ct that the points P and Q always lay on tlie wune side of 0, w* 
could not infer that diminutions of the value of n would bo Uk^y to affect the 
value of A either way. In fact, however, it must often happen that P ^ 
m on opposite sides of 0. When account is taken of these cases as well as of 
the others, we can infer that, over the mass of many oases, diminutions in the 
^ue of n are likely to reduce the value of A. In other words, diminutions in 
the costs of movement are likely, in general, to make the values of the margin" 
net products of resources at A end B leas unequal. FurthermoW, it is evident 
distances MP and MQ are given, the probability thsit P Q 
^ both he on the same side of 0 and, therefore, the probohility that a 
mmmufeon m the diatances MP and MQ will be siw utfi et ff d with m increase m 
toe value of A, is smallw the smaller ie the value otk. 
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before. That this result may be possible is su^ested by an 
argument of Cournot’s, in which he shows that, when “ com- 
munication is opened between two markets, previously separated 
by a barrier, the total quantity produced of any commodity, 
which now begins to be exported from one market and 
imported to the other, will not necessarily be increased.”' 
The increase in the output of the (hitherto) cheaper market 
will not, in some conditions, be as large as the decrease in that 
of the (hitherto) dearer market. By analogy it would seem 
that the opening up of communication between occupations 
and places hitherto separate might cause the aggregate 
quantity of labour at work, or of capital created, to be reduced ; 
and the reduction might, in some circumstances, suffice to 
cause a reduction in the size of the national dividend in spite 
of the fact that part of the labour or capital still left would 
be operating under more favourable conditions than before. 
We must, I think, admit that, as a result of the opening 
up of communication, the amoimt of labour at work or of 
capital created may be reduced. I have difficulty, however, in 
imagining conditions in which the national dividend, as I have 
conceived it, could be diminished. For why should anybody 
choose more leisure than before unless the new conditions had 
given him a bigger aggregate income from work than before ; 
and why should any one choose to save less than before unless 
the new conditions had given him a bigger aggregate income 
from savings than before ? It may be that a full analysis 
would reveal possibilities in this matter that I have failed to 
see ; but the possibilities are certainly remote. There can be 
no doubt that, in a broad general way, the conclusions reached 
in the preceding sections on the assumption that the quantity 
of resources at work is given are also valid when that 
sssumption is removed. 

§ 6. It remains to clear up an important issue. This has 
|o do with the effect of State bounties designed to lessen 
^norauoe or to reduce the ocwts of movement* A cheapen- 
ing of knowledge and movement to individuals, brought about 

„ ' Coomot, MathmuMeal Thtory Wmtfk, dh. xL, uid Edgewortii, 
Iheory of Intenwtidiisl YslnM,” Eommit Journal, 1894. p. 888. 

Cf. jwrt, pwt HI. Oh. IX. H ll-l*. 
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by the transference of a part of the cost of these things to 
the State, is quite a different thing and works quite differently 
from a cheapening brought about by a real fall in cost The 
two sorts of cheapening have the same tendency to promote— 
apart from the exceptional cases noticed above— increased 
equality among the values of marginal net products at diferent 
points. But, when the cheapening is due to transference, the 
resultant increase of equality is an increase beyond what, 
rdatmly to eadsting conditions, is most advantageous. Prim 
facie this sort of cheapening, though it will generally make 
the values of marginal net products more equal, is likely to 
injure the national dividend.^ 

1 To obTiate misunderstanding two modifying considerations should be 
added. First, the presum})tiou just established against the grant of a bounty 
to the industry of promoting mobility is merely a special case of the general 
presumption against the grant of a bounty to any industry. It may, 
therefore, be overthrown if there is sitecial reason to believe that, in tb« 
absence of a bounty, investment in the industry in question would not be 
carried so far as is desirable. Secondly, when the State takes over the work 
of providing either information or the means of movement, and elects for 
any reason to sell the result of its efforts either for nothing or below cost 
price, we have, in general, to do, not merely with the grant of a bounty 
on these things, but at the same tune with a real cheapening due to tbe 
introduction of large-scale methods. Even, therefore, though the bounty 
element in the new arrangement were proved to be it^urious, it might still 
happen that that arrangement as a whole was beneficial 
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hindrances to equality op returns due to impbrfkoi 

KNOWLEDGE 

J 1, In the present chapter I shall study in some detail 
the obstructive influence of ignorance. A flowing stream of 
resources is continually coming into being and struggling, so 
far as unavoidable costs of movement allow of this, to 
distribute itself away from points of relatively low returns 
towards points of relatively high returns. Success in this 
struggle is interfered with by imperfect knowledge on the 
part of those in whose hands the power to direct the various 
branches of the stream resides. To obtain an idea of the scale 
of the damage which results from this cause, it is desirable 
to study briefly certain aspects of modern business finance, 

§ 2. First, it must be observed that the returns, which 
are important as a guide to the right distribution of resources, 
are those that are accruing in different uses from resources 
turned into them at each successive moment The quotient 
obtained by dividing the net income of a business by the sum 
all the money investment made in it in the past would, 
in a stationary state, afford a true measure of the returns 
^ current investment thera But in actual conditions the 
measure thus obtained will often be hopelessly misleading. For 
example, a man may have put £100,000 into a factory for 
taking some particular thing, and the factory may have been 
licstroyed by fire or may have become worthless through 
^^solescence. An investment of £10,000 now might have 
just yielded him a return of £2000, or 20 per cent on tilie 
investment, but the return on tie total investment will 
appear as £2000 <m £110,000, or less than 2 per oent. This 

us 
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sort of difficulty could hardly fail to obscure relevant facts 
however excellently business accounts were drawn up and 
however fully they were published. 

§ 3 . The next thing that calls for comment Is the 
general character of the accounts as they actually arif». In 
businesses conducted by private firms no statement of 
profits is made public. In businesses conducted by joint 
stock companies a certain amount of publicity is enforced 
by law. But stock-watering and other devices are often 
used to conceal from outsiders the rate of return that is 
obtained on the capital actually invested, so that, even when 
this would afford a reasonable guide to the return on current 
investment, and, therefore, to future prospects, the way is 
blocked to anybody other than a specialist. The difficulty is 
still further enhanced by the fact that the prospects which it 
is necessary to forecast refer, not to immediate returns only, 
but to returns spread over a considerable period. It is 
evident that, as regards these returns, even correct knowledge 
of the immediate past gives but imperfect guidance. In view 
of these facts, it might seem that, in existing conditions, ignorance 
will almost entirely inhibit the tendency towards equality 
among the returns to resources flowing at any time into different 
uses. Such a view, however, would be unduly pessimistic. 
“ Though it may be difficult,” Marshall writes, ” to read the 
lessons of an individual trader’s experience, those of a whole 
trade can never be completely hidden, and cannot be hidden at 
all for long. Although one cannot tell whether the tide is rising 
or falling by merely watching half-a-dozen waves breaking on 
the seashore, yet a very little patience settles the question; 
and there is a general agreement among business men that 
the average rate of profits in a trade cannot rise or fall much 
without general attention being attracted to the change before 
long. And though it may sometimes be a more difficult task 
for a business man than for a skilled labourer to find 
whether he could improve his prospects by Jibuti ging his trade, 
yet the business man has great opportunities for discovering 
whatever can be found out about the present and future ef 
other trades; and, if he should wish to change his trade, 
he will generally be able to do so more easily than tli« 
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skilled workman conld.” ^ In short, though individual firms 
may successfully conceal their position, industries as wholes 
can hardly do so. Ignorance as to the comparative returns to 
be got by using resources to start new businesses in different 
occupations may be very great among the general public, but 
it is probably much less important than it appears to be 
at first sight among those persons by whose agency the flow 
of resources is, in the main, directed. Nevertheless, there 
is clearly room for improvement in the matter of business 
publicity,* and, if such improvement were made, ignorance 
would be lessened, equality in the values of marginal net 
products promoted, and the size of the national dividend 
consequently increased. 

§ 4. I turn next to the relation between ignorance ahd 
the quality of the persons by whom the employment of re- 
sources is controlled. In a primitive community investment 
is carried on almost exclusively by entrepreneurs actually 
engaged in the various industries and devoting to the conduct 
of them resources belonging to themselves. Their quality 
alone is relevant to our problem ; and it is obvious that the 
range of error in the forecasts that are made is likely to be 
larger or smaller according as able men are or are not content 
to adopt business as a career. In the modem world a very 
large part of the investment made in industry still comes 
from the people actually engaged in particular businesses, 
who reinvest their profits in them or obtain fimds from 
fwirtners or friends of their own who are fully conversant 
with all relevant circumstances. It has been suggested 
that methods of this sort, lying outside the organisa- 
tion of the money market proper, are employed to direct 
niore than half the total stream of new home investment* 
In addition, however, to these methods, the modem world 
has resort to others. A very important part of 
industry is financed ikom resources belonging to a great 
lumber of other people besides those who actually 
uianage businessM. *^686 other people include, on the one 

’ p. SOI. 

* CV. Layton, Oofital (mi Labour, oh. iv. 

* I«vi8gt0l^ 17k« 
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hand, professional financiers, company promoters or promoting 
syndicates, and, on the other hand, moneyed people among the 
general public, whom these promoters induce to invest in their 
ventures. “ The promoter’s special province,” writes Pi^essor 
Mitchell, “ is to find and bring to the attention of investors 
new opportunities for making money, new natural reis^urces 
to be exploited, new processes to be developed, new products 
to be manufactured, new organisations of existing business 
enterprises to be arranged, etc. But the promoter is seldom 
more than an explorer who points out the way for fresh 
advances of the army of industry. . . . There are always 
being launched more schemes than can be financed with the 
available funds. In rejecting some and accepting others of 
these schemes, the men of money are taking a very influential, 
though not a very conspicuous, part in determining how labour 
shall be employed, what products shall be used, and what 
localities built up." ' In modern industry, then, the direction 
of a large part of the community’s investment is in the joint 
control of professional financiers interested in company pro- 
motion and of the moneyed part of the general public. 
What is to be said about the capacity and business judgment 
of this complex directing agency ? 

§ 6. The comparative capacity for detecting good new 
openings for enterprise of the professional financier and of the 
ordinary business man — the entrepreneur investor of former 
days — ^is not difficult to determine. First, the professional 
financier is a specialist in this particular work, whereas to the 
ordinary business man an opportunity for undertaking it would 
come, if at all, only at rare intervals. Clearly the specialist is 
likely to make better forecasts than the general practitioner. 
Secondly, the international character which the development 
of the means of communication has in recent times given to 
many industries has made the advantage enjoyed by the 
specialist much greater than it used to be when a knowledge 
of local conditions, such as an intelligent business man would 
naturally possess, aflbrded a sufficient basis for a good forecast 
Lastly, the fact of specialisation gives freer play to the selective 
agency of bankruptcy, in eliminating persons who undertake 
* Mitchell, Buainm Oyd[«$, pjfc S4-8. 
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io choose openings for new enterprises and cannot choose 
jiell- When the functions of financier and manufeusturer are 
rolled together in one man, the man may flourish through his 
manufacturing skill — good business tactics — despite of in> 
competent business strategy. When the two functions are 
separated, anybody who undertakes the one in which he is 
incompetent relatively to other people is apt to lose his 
money and be driven from the field. Furthermore, the 
efficiency of this natural selection is augmented by the fact 
that a professional financier undertakes a great number of 
transactions, and that, therefore, the element of chance plays 
a small part, and the element of efficiency a large part, in the 
result Hence there can be no doubt that the advent into any 
industry of professional financiers means the advent of persons 
better able than those immediately concerned in the industry 
to forecast future conditions. Against this has to be set the 
fact that the great bulk of those members of the general 
public, who ultimately supply the funds for the enterprises 
that professional financiers have organised, are much less 
capable than ordinary business men of forecasting future 
conditions. If promoters always looked for the openings 
most profitable on the whole, as distinguished from those 
that can be so manipulated as to become most profitable to 
themselves, this ignorance on the part of people who follow 
their lead would not, perhaps, greatly matter. Unfortunately, 
lowever, it is often to the interest, and it is usually in the 
power, of the professionals, by spreading false information 
w>d in other ways, deliberately to pervert the forecasts of 
their untutored colleagues. It is this fact that makes the net 
effect of the modem system upon the distribution of the 
community’s investments among openings of varying merit 
semewhat doubtful The prospect of advantage is probably 
iWeased when, as in Germany before the war, the flotation of 

companies on the Iwsis of shares of extremely low nominal 
^alue is forbidden by law ; for then a certain number of the 
poorer and, perhaps, more ignorant persons, who might be easily 
J‘‘cked, are driven away.' A^n, any l^slative enactaient, 

I”, •ham mm, in no ocm, psnnitted of a hnwr dimoniinatioii 

*^‘0, and th «7 wwa nvt oanally pen^ttod of a lowor dwoBtiaatioa tiwa 
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capable of being enforced, that checks the fraudulent exploita- 
tion of incompetent investors by dishonest professionals tends 
pro taiUo to diminish the range of error to which the general 
mass of operative forecasts made in the community isi -liable. 
“ The public regulation of the prospectuses of new companies, 
legislation supported by efficient administration against ^udu- 
lent promotion, more rigid requirements on the part of the 
stock exchanges regarding the securities admitted to official 
lists, and more efficient agencies for giving information to 
investors fall under this head.”^ 

§ 6. A more fundamental remedy is introduced when the 
work of promotion itself is kept in the hands of bankers — 
whose reputation, of course, depends upon the permanent 
success of the business undertakings that they have founded. 
This is done in Glermany. Big German banks retain a staff 
of technical experts to investigate and report upon any 
industrial ventures that may be proposed, decide, after elaborate 
inquiries, which ventures to promote and, in short, constitute 
themselves a financial general staff to industry. The con- 
trast with the English system is well pointed out in the follow- 
ing passage: “The English joint stock companies (t.e. the 
banks), conforming to the theory, have abstained in a direct 
way from flotations and the underwriting business, as well 
as from bourse speculation. But this very fact causee 
another great evil, namely, that the banks have never shown 
any interest in the newly founded companies or in the 


securities issued by these companies, while it is a distinct 
advantage of the German system that tiie German banks, 
even if only in the interest of their own issue credit, have 
been keeping a continuous watch over the development of 
the companies which they founded.” * No doubt, this 


practice of banks acting as promoters involves great risks 
and absolutely requires that their capital resources shall be, 
as they are in Germany,* very much larger relatively t® 

£50. (Cf. Schuster, m Frirwiplcs~^ Geitnan Civil Law, p. 44 .) 

the mtnunum denomination was reduced to £l (20 rnKtitM), and the n*®*' 

denomination to £5 (100 marks). 

I Of. Mitcliell, Business CyrUs, p, 686. 

Kesser, The Oermm Great Banks, p. 665, ,. tin. 

'Raglak banka la to a^y 

uMnlitieSy that is to say advances, whether by dieoouiit of WBe or other 
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their liabilities than is usual among English banks; for 
otherwise losses sustained in the promotion business, or even 
the temporary “solidification” of funds locked up in this 
business, might render the banks unable to meet their obliga- 
tions to their depositors. Moreover, it must be remembered 
that the position of this country as the banking centre of 
the world, and, until recently, the principal free market 
for gold, would make the locking up of bank resources in 
long ventures more dangerous than in other countries. I 
make no suggestion, therefore, that the general policy hitherto 
pursued by British banks has been other than well advised. 
Nevertheless, there can be no doubt that, when conditions 
are such as to allow banks safely to undertake the work 
of promotion, a real advantage results. They are more likely 
than are certain types of private financiers to look out for 
openings which really are sound, as distinguished from openings 
which can be made for a short time to appear sound. It is, 
indeed, possible that, in some circumstances, where the 
rival interests of different nationalities are affected, powerful 
banking institutions operating along these lines may be 
made the instruments of a political movement, and may 
allow their conduct to be swayed by other than economic con- 
siderations. But this aspect of the matter ia unsuited’ for 
discussion here. 

§ 7. It is not, however, only by acting as promoting 
sgents that bankers can help to direct resources into 


ttit have B short oorrenoy only, and not “financial facilities;” i.4. advanoea 
with a long currency. It is sometimes claimed that this practice handicaps 
those British industries in which opportunities may arise for the profitable 
upansion of plant at dtort notice, — to make (HMsible, for examine, their 
^ptance of some large ordu whi^ might throw open for them the entiy 
">to some new market ; for the raising of flresh capital by an issue of ahans 
” “ebeiituree necessarily takes time. It is also sometimes claimed that 
in*tk prwtioe mdcea it diflioult for British traders to make their way 
markets where purchasera are aocnatomed to expect very long 
aits. It waa with a view to meeting these complaints that Lord Farringdon’s 
shonn i Faoilitiee recommended that an institution 

bsiiV’ 1 ®*t»bli 8 hed with a huge eapitd, not undertaking ordinary deposit 
«f ill!*®’ • to provide financial facilitsee both for the develoiunent 
Thb ”*'*'”®* necessary, fim the conduct of foreign trade. 

upon, and an institution of the kind con- 
^^^pteu—the British Trade Oorporation— wae granted a Oiarter in Apwll 
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productive channels. It is true that ordinary bankers in 
their loans to traders, whether made directly or through 
bill-brokers, are concerned only with the safety of the debt. 
The judgment that they make about the capacity of Swould- 
be borrowers to meet their obligations involves, | when 
acceptable security is offered, no judgment as ti) the 
comparative profitableness of the undertakings into which 
different would-be borrowers will put the money they succeed 
in raising. But, when bankers are required to make loans 
to persons who are not in a position to offer full banking 
security, they are compelled to assume a more important 
rdle. They cannot lend on a mere promise to pay, but 
are bound, in their own interest, to make elaborate inquiry 
both as to the trustworthiness of the borrower and also 
as to the purpose to which he proposes to devote the proceeds 
of the loan. Speaking of the peasant borrowers of India, 
Sir Theodore Morison writes : “ It is useless, however amiable, 
to believe that the ryot is only thirsting for capital in order 
to invest it at once in the improvement and development 
of his estate.” ^ Again, in the Report on the working of 
the Co-operative Credit Societies Act in Burma, issued in 
1907, it is urged that “in Burma borrowing is mostly due 
to habit and want of forethought, and not to necessity ; that 
the capital really required to finance cultivation (apart from 
luxury) is very much less than what is generally supposed, 
and that mere provision of cheap money, through co-operative 
societies or otherwise, tends, owing to the existing state 
of public feeling, to induce waste of income rather than 
thrift; and, lastly, that in Burma very special care will b® 
necessary to see that the societies are managed in such ft 
way that the prevention of waste and inculcation of thrift 
are effectively impressed on the members' minds.” * The 
recognised machinery for exercising this type of control and 
supervision is provided by People’s Banks, such as the 
Raiffeisen Banks in Germany and their Italian counterparts- 
These banks evoke the neceraary knowledge by a double 
procesa First, the persons brought tc^ether as membew 

* The Ivdfuarial Orgmination of an Jndtam /Vo«eww, p. U®* 

* Report, p. IS. 
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of the Bank, and, therefore, as potential borrowers, are 
gathered from a small area only, in such wise that the 
controlling committee can easily obtain intimate personal 
information concerning all of them. Only those persons 
ire allowed to become members, of whose probity and ^neral 
good character the committee have satisfied themselves. In 
jome banks — ^in the Italian Banchi Popolari, for instance — 
;he committee draw up, ai> initio and independently of any 
^articular application, a list of the sums which, in their 
)pinion, may safely be lent to the various members.^ This 
ist is afterwards used as a basis for loans, just as the lists 
)f the communal hwrmux de bienfaimnee in France are used 
IS a basis for the grant of Poor Relief. Secondly, the 
p'ant of a loan is often made conditional on its being 
luiployed for a specified purpose, and subject to certain rights 
if supervision reserved for the lender. Thus, whereas in 
Qost land'banks (where material security is taken) '“tibe 
iroceeds of mortgages may be used as the borrower pleases, 
.g. in paying off loans, in portioning younger sons, etc.," in 
be Raiffeisen Banks careful inquiry is undertaken into the 
lurpose for which the loan is required, and provision is 
mde for its recall should the borrower divert it from that 
urpose.* The general tendency of this arrangement is to lessen 
he number of investments made under the impulse of 
^orance in undertakings that yield an abnormally low 
etum, and so indirectly to augment the national dividend. 

‘ Cf. Wolff, Sank$, p. 154. 

* For HD locoant of BaiflMatB and kindred Banks, et Fay, 

'■ Bmt tmd Abnad, Part I. 
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HINDRANCES TO EQUALITY OF RETURNS DUE TO IMPERFECT 
DIVISIBILITY OP THE UNITS IN TERMS OP WHICI 
TRANSACTIONS ARB CONDUCTED 

§ 1. Alongside of imperfect knowledge, as discussed in tk 
preceding chapter, stands the cost of movement. Some part 
of this cost is, of course, represented by the payments that 
have to be made to various agents in the capital market, 
promoters, financing syndicates, investment trusts, solicitors, 
bankers, and others, who, in varying degrees according to the 
nature of the investment concerned, help in the work of trans- 
porting capital from its places of origin to its places of 
employment.^ But there is also a less obvious and more 
peculiar part of the cost of movement, of which some more 
detailed study is desirable. A pure mathematical treatment 
of economic problems always assumes that, when there is 
opportunity anywhere for the profitable employment of given 
quantities of the several factors of production, each factor can 
be received there in units that are indefinitely small and are 
capable of being separated completely from units of any othw 
factor. In so far as this assumption is not warranted, it i® 
readily seen that the tendency to equality of returns will he 
imperfectly realised. For, on the one hand, if an enterprise 
is only financed, in respect of any one factor, by means of 
units, each of which has the value of £1000, it may well he 
that, though the transference of £1000 worth of the faet®^ 
to or from elsewhere could not, when equilibrium is established) 
bring about an increased a^egate return, the tmnsfereneSj 

thew »gettci« et, Uftagton, Tht 

Capital Market, eh xyi^ 
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of a sum less than £1000 could, if it were permitted, do tius. 
In shorty when the units, in terms of which transactions are 
made, are not indefinitely small, the tendency to equality 
of returns in all uses degrades into a tendency to limitation 
>f inequality — ^a limitation the extent of which is diminished 
ffith every increase in the size of the units. On the other 
land, if an enterprise is only financed, in respect of any 
;wo factors, by means of units which combine factor A 
iud factor B in a definite proportion, it may weU be that, 
ihough the transference of one of these complex combined 
units to or from elsewhere could not, when equilibrium is 
established, bring about an increased aggregate return, the 
transference in isolation of some quantity of either of the 
two factors might have this effect. Hence, when the units, 
in terms of which transactions are made, are compounded 
of fixed proportions of two or more factors, the tendency 
to equality of returns in all uses again degrades into a 
tendency to limitation of inequality. It follows that largeness 
and complexity in the units in terms of which transactions 
are made act in the same way as costs of movement. In 
general they obstruct the tendency of self-interest to make 
the returns obtainable by each several factor of production 
equal in all uses. 

§ 2. At one time it may have been true that tire units 
in which capital transactions were made were noticeably 
large; Of recent years, however, the size of those units 
*liM been greatly reduced in two ways. Of these one is 
obvious, the other relatively obscure. The obvious way 
I'o the diminution in the value of individual deposits which 
banka will accept — the Savings Bank, for example, allows 
pottnies to be deposited separately — and a similar, though 
loos extensive, diminution in the value of the individual 
“bares issued by companies.* The more olracure way depends 
''pon the fact that a unit of capital m a two-dimensional 
oatity, X man can reduce the quantity of capital whioh 
® provides, not only by altering the number of pounds 
he lends over a defined lame, but also by altering the 

Hut ^ nmmhmX wai indiMtod in | 5 of tba prooading ohapfeor, 
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time over which he lends a defined number of pounds. 
Seduction in the time-extension of the units in which capital 
is borrowed is of great importance in practice, l^iecause, 
whereas most enterprises require funds for a long period, 
many lenders are only willing to out themselves ,6ff in- 
exorably from their resources for a short period. There 
have been evolved in the modern world two devices through 
which the required reduction in time -extension has been 
effected. The first of these is the actual acceptance of loans 
for short terms by entrepreneurs, in dependence partly on the 
elasticity of the wants of their enterprise, and partly on the 
chance of opportunities for reborrowing elsewhere. The 
second is the organisation of the Stock Exchange, by resort 
to which the funded debts of enterprises can be transferred, 
— a device which is, from the lender’s point of view, the 
next stage to permission to recall his loan from the enterprise 
itself. These two devices have fairly distinct spheres. To 
rely too largely on short loans is felt to be dangerous. “In 
proportion as enterprises depend upon short-time credits 
rather than upon paid-up capital or permanent loanr 
are they in danger of failure in times of stress ” * — througl 
inability to renew the credits. There has, therefore, grown 
up a rough general understanding that short-time papei 
is an unsuitable means of raising money for things like new 
equipment, from which the turn-over is necessarily slow ; it 
should be used only to finance expenditure on materials 
and labour employed in making commodities that are likely 
to be sold before the maturity of the paper.* This distinction 
between the two devices is not, however, important for the 
present purpose. Both of the devices are essentially similar 
for both depend on the general probability that the willing* 
ness of the aggregate community to lend will be less variable 
than that of a representative individuaL In consequence of 
this, on the one hand, a company, by bills through 

banks, borrows part of its capital for a series of short 
from different people, thus enabling any one of them to len 
for a few months only. On the other hand, a man, who 

. Pinaneial (M»U, ^ SSS. 

Of. Meftde, Corporatiom p. 2J1. 
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savings for a “treat” or to meet an accident, instead of 
storing what he expects to want, invests it in long-time 
securities, in reliance on the organisation of the Stock 
Exchange to enable him to realise his capital at need. These 
devices are not perfect. In times of stress the discounting 
of new bills may prove very difficult and costly, and the 
realisation of capital by the sale of shares may not be 
possible except at heavy loss. They have availed, however, 
to bring about a large and important reduction in the time- 
extension of the units in terms of which capital transactions 
are conducted. As regards labour transsictions, it is plain 
enough that the units are fairly small. Hence, in the modern 
world, apart from certain special problems of land transfer that 
cannot conveniently be discussed here, the only department 
iu which largeness in the units of transactions obstructs the 
tendency of self-interest to bring about equality of returns 
in different occupations would seem to be that of employing 
power. The average wielder of employing power cannot 
be regarded as indefinitely small, as compared with the 
aggregate quantity of employing power that is in action 
in any use. This fact brings it about that the returns to 
employing power in different uses are checked from approach- 
ing very closely towards equality ; and, hence, that the national 
dividend is rendered smaller than it would be if employing 
power were more fully divisible. 

§ 3. Let us next consider complexity, or compound char- 
acter, in the units in terms of which transactions are made. 
Were, as before, it is capital which calls for the greatest 
amount of discussion. For capital, as ordinarily conceived 
lu business, is not a pure elementary factor of production. 
In the concrete, of course, it appears in the form either of 
plant and equipment or of a system of connections called 
goodwill. But this concrete capital is always made up 
a combination, in varying proportions, of two factors, 
namely, waiting and uncertainty-bearing.^ Under primitive 

~ ‘ nature of the service of " waiting '* has been much miaunderstood. 
; ^'m«s it hu been supposed to consist in the provision of money, sometimes 

ttrnf of tims, and, on both suppositions, it has been argued that no 

“wibution whatever is mads it to the dividend. Neither suppoeititm is 
rect. "Waiting” simply nwane postponing oonmiaptimi whkh a psredn 

G 
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conditions, if an enterprise was undertaken by more than one 
person, it was practically necessary for each of the several 
contributors to furnish waiting and uncertainty-bearii^g in 
the proportions in which these factors were required ip the 
aggregate. They would, in effect, pool their capital, faking 
upon each £ lent an equal measure of uncertainty-bealring. 
They would be partners, or, if we wish to suppose them in 
the enjoyment of limited liability, joint shareholders in a 
company whose capital consisted entirely of ordinary shares. 
In modern times, however, this is no longer necessary. An 
enterprise that requires, say, x units of waiting plus y units 
of uncertainty-bearing, need no longer obtain from each 

subscriber of one unit of waiting - units of uncertainty- 

X 

bearing also. By the device of guarantees its demand can 
be separated into two streams, in such wise that waiting 
alone is drawn from one set of people and uncertainty- 
bearing alone from another set. Guarantees may assume 
a great variety of forms. They are given to industrialists 
by insurance companies, which undertake, for a consideration, 
that the industrialists' earnings shall be unaffected by fire 
or accident. They are given by Exchange Banks, such 
as those which, in India before 1893, bought importers’ and 
exporters’ bills at the time of their bargain, and so, for a 


has power to enjoy immediately, thus allowing resources, which might have 
been destroyed, to assume the form of productive instruments and to act m 
‘‘ harness, by which natural powers are guidod so as to assist mankind in his 
efforts” (Flux, Principles of Economics, p. 89). “The unit of “waiting” Ui 
therefore, the use of a given quantity of resources — for example, labour or 
machinery — for a given time. Thus, to take Professor Carver’s example, if » 
manufacturer buys one ton of coal a day on each day of the year and buys each 
day s supply one day ahead, the waiting he supplies during that yewr is one 
ton of coal for one year — a year-ton of coal {DigtribuHon of We(M, 
p. 253). In more general terms, we may say that the unit of waiting is s 
year-value-unit, or, in the 8ini|)ier, if less accurate, language of Dr. C^el, 
a year-pound. The graver difficulties involved in the conception of uncertainty" 
beanng are discussed in Apjmndix L A caution may be added against 
the common view that the amount of capital accumulated in any ye»r “ 
necessarily equal to the amount of “ savings ” m a de in it This is not so even 
when savings are interpreted to mean net savings, thus eliminating the sevwp 
one man that are lent to increase the consumption of another, smd 
mporary aocumulatioiia of unused claims titjon ssnioos in tba foim 

savings which are meant to beowne capital n 
fact fell of their purpose through misdirection into wsstsftd 
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)rice, insured them against loss (or gain) from any fluctuations 
n the exchange which might occur in the interval between 
,he bargain and the realisation of the bills. Where indus- 
jialists have to do with staple goods, for which grading 
permits the establishment of future markets, they are given, 
tor the more general risks of business, by speculators. For 
1 miller or cotton merchant, undertaking an order to supply 
dour or cotton goods, can buy the speculator’s promise to 
provide him with his raw material in the future for a 
stipulated sum, iiTespective of the price which may then 

prevail in the market. Like guarantees are given to a 

banker preparing to discount a bill for an industrial enter- 
prise, when a second banker, or a bill-broker, or some 

independent person, consents to accept, or endorse, the bill, 
or, as is usual with " cash credits ” in Scotland, to stand 
surety for the original borrower.' They are given to a 

Central Bank, when a People’s Bank, working, either on 
unlimited liability or with a subscribed capital of guarantee, in 
eliect borrows money on behalf of its local clients.® They 
are given finally to a banker or other lender when a borrower 
obtains a loan from him by a deposit of “ collateral ” security. 
By far the most effective form of security consists in govern- 
ment scrip and the share certificates of industrial enterprises. 
For the deposit of these, unlike the deposit of chattel security, 
involves no present loss to the depositor, while their ultimate 
^sumption, unlike the foreclosure of a mortgage, threatens 
dilhculty to the person in whose favour the deposit has 

' The essence of the guarantee given by the acceptor’s signature is the 
‘‘me whether the bill is drawn in respect of goods received, or is an acoom. 
“odfttion bill endorsed by an accepting-house, which lends its name for a 
“ttsideration. The variety of accommodation bills known as “pig-on-bacon," 
«'tiero the acceptor ia a branch of the drawing house under an aliat, is, of 
‘outlie, diflerent, because these bills, in effect, bear only one name ; and the 
^me thing is substantially true when the fortunes of the endorsing house and 
original borrower are ao closely interwoven that the failure of the one wonld 
*‘>ao8t wrtainly involve the failure of the other. 

The ctmtroversy between the advocates of limited end unlimited liabilil^ 

00 uoinctimes been keen. In the ordinary banka and in the Schnlse-Delitzsch 

^“nks limited liability is tiie oniveraal rule. On the other hand, in 
Iin . Banka of Italy and originally, before their ehsorption by the 

1 f'ederation, ia the Raiffeieen Banks of Qennaay (except that the law 

for t) nfuM shues) the method of nalimited liability was adopted, 

that the poor people, for whom tbe banka were dedgned, wonld find 
’y in beoomisg abareholdera to uiy anbetalitial extent. 
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been made. Furthermore, the “ continuous market ” provided 
for securities by the Stock Exchanges of the world safe- 
guards the holders of them against the danger of slutnps in 
value so sudden and large as those to which persons holding, 
as collateral, the title-deeds of parcels of real estate are Uable.^ 
In recent times, partly in consequence of the supersession 
of partnerships by joint stock companies,^ the proportion of 
national wealth represented by stocks and shares, and, there- 
fore, available as collateral security, has enormously increased. 
According to Schmoller’s estimate of a few years before 
the war, whereas 100 years ago only a very small proportion 
of any country’s wealth was in this form, to-day in Germany 
17 per cent — Riesser says 33 per cent — and in England 
40 per cent, of it is covered by paper counterparts.* Accord- 
ing to Mr. Watkins’s investigations, 77 per cent of the capital 
value owned by residents in the United Kingdom, on which 
estate duty was levied in 1902-3, was “personalty,” and, 
out of personalty, 70 per cent was paper property.^ As 
a natural consequence the area over which the device 
of guarantees can be employed, and, therefore, the segregation 
of waiting from uncertainty-bearing brought about, has been 
greatly extended. 

§ 4. This device is not, however, the only method by 
which modem ingenuity has broken up the complex unit 
of capital into its component parts. It enables waiting to 
be separated from uncertainty-bearing. But uncertainty- 
bearing is itself not a single simple thing. To expose a 
£ to an even chance of becoming 21s. or 198. is a different 
thing from exposing it to an even chance of becoming 
39s. lOd. or 2d. There are, in short, a great number of 
different schemes of uncertainty, which different people are 
ready to shoulder. Over against these there are a great number 
of different schemes of uncertainty which the undertaking 
of various business enterprises involvea It is evident that 
what is offered can be adjusted to what is wanted more 
satisfactorily when any given demand of industry can be 

« ^ Vaiue of Organic SpoouiaUon, 142. 

^ ^“ber, Tho Rate of Ivtereit, p. 208. 

! Watkinn, The OrouOh if Large Feirtmu, 42. 

♦ lUi. pp. 48-9. 
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met by combining together a number of different schemes that 
individually do not fit with it. This can now be done. 
When enterprises, for which capital had to be provided by 
several people, were worked on the partnership plan, all 
those concerned submitted the resources invested by them 
to the same scheme of uncertainty. Consequently, unless 
a sufficient number of people could be found ready to under- 
take that particular scheme of uncertainty, profitable enterprises 
were liable to be hung up. In the modem world this difficulty 
has been, in great part, overcome by the device, which joint 
stock companies now invariably adopt, of raising capital by 
means of different grades of security. Instead of an arrange- 
ment, under which every pound invested in an enterprise 
is submitted to the same scheme of uncertainty, we have 
systems of capitalisation combining debentures, cumulative 
preference shares, non-cumulative preference shares, ordinary 
shares and, sometimes, further special sub-varieties. Each 
of these classes of security represents a different scheme, 
or sort, of uncertainty-bearing. This specialisation of shares 
into a number of different classes has the same kind of effect 
in facilitating the distribution of resources in the way most 
advantageous to the national dividend as the simpler specialisa- 
tion into two grades, one involving some uncertainty and the 
other involving none. 

§ 5. There is yet one more form of specialisation. 
Hitherto we have tacitly assumed that a given type of holding 
in a company will always remain what it was when it was 
first taken up. In fact, however, this is not so: for, as a 
company becomes established, holdings, that at first involved 
®nch uncertainty-bearing, often cease to do so. The modern 
system of industrial finance enables adjustment to be made to 
ifiis fact, so that shares of companies are, in general, held by one 
i of people while the companies are new, and by a different 
I of people when they become established. Thus, when an 
||'‘iportaut “proposition” is floated, the funds are provided 

the first instance by a contributing syndicate— or are 
(5'iarantfted by an underwriting syndicate — consisting of 
persons who are willing to risk large losses in the hope of 
gains, but are not prepared to lock np their capital for 
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long. The syndicate in its early stages may succeed in 
disposing of many shares to speculators on margins and 
others, who are similarly willing to provide uncer^inty- 
beaiing but not waiting ; ^ and these, in turn, after a|, short 
“flutter,” may sell again to others like unto themselves. 
At a later stage, when trial has shown what the concern 
is really like, and so has greatly reduced the element 
of uncertainty-bearing involved in taking up its shares, 
the “investing public,” those who are anxious to furnish 
waiting without much alloy, come into the field and purchase 
the shares. In this way providers of uncertainty-bearing and 
providers of waiting are both afforded an opportunity of 
playing the parts for which they are respectively fitted. 

§ 6. The broad result of these modern developments 
has been to break up into simple and convenient parts the 
compound units in terms of which it was formerly necessary 
for capital transactions to be conducted. In transactions 
affecting labour and land — apart from the fact, to be examined 
in Part III., that the family must sometimes be taken as 
the unit of migration — there has never been any great 
complexity in the units. In the field of “ enterprise " com- 
plexity still rules, in so far as employing power can only 
find an engagement if it brings with it a certain amount of 
capital. But the advent of salaried managers, working on 
behalf of joint stock companies, has done much to break down 
the complex unit here also. In general, therefore, we may 
conclude that, in the modem world, complexity in the 
structure of the units in which transactions are conducted 
is not an important hindrance to adjustments making for 
equality of returns in different occupations. 

‘ For details cf. Meade, Corporation Finanee, pp. 168-7. 
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HINDRANCES TO EQUALITY OF RETURNS DUB TO RELATIVE 
AKIATIONS OF DEMAND IN DIFFERENT OCCUPATIONS AND PLACES 

j 1. We have now to introduce a new conception, that of 
he relative variations of demand in different parts of the 
ndustrial field. If the amount of any sort of productive 
■esource demanded at a given price at all points collectively 
s constant, and the amounts demanded at the several points 
individually are variable, the relative variation of demand 
liftween two periods, say, between two successive years, may be 
measured by the sum of the excesses of the amounts demanded 
in the second year, at those points where there are excesses, 
over the amounts demanded in the previous year at the same 
points. If the demand for the productive resource at all 
points collectively is not constant, this variation may be 
measured, either by the sum of the excesses of the amounts 
demanded in the second year over the amounts demanded in 
the previous year at the same points, or by the sum of the 
deficiencies of the amounts so demanded over the corresponding 
amounts of the previous year, according m the one or the other 
these sums is the smaller. 

§ 2, On the basis of this description, it can readily be 
shown that the influence of impediments to movement, in 
'^ausinjf departures from equality of returns, is, in general, 
Skater, the greater are the relative variations of demand in 
sense just explained. For let attention be concentrated 
those impediments, which are not adequate to prevent 
^sturns from being equalised in “ the long run,” but suffice to 
P^®'^ent the movements i^uired to equalise thmn immediatdiy. 

1S7 
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If the various parts of the industrial field are fluctuating 
relatively to one another, impediments of this order will keep 
returns always unequal Mill’s illustration from wave move- 
ments on the ocean is wholly apposite. Under the influence 
of gravity, there is a constant tendency to equality of (level in 
all parts ; but, since, after any disturbance, this tendency takes 
time to assert itself, and since, before the necessary t^e has 
elapsed, some fresh disturbance is always introduced, equality 
of level does not in fact ever occur. It is evident that the 
average* amount of inequality of level depends in part on the 
magnitude of these disturbances. It is, similarly, evident 
that the average degree of inequality of returns depends in 
part, in respect of any system of impediments to move- 
ment, upon the size of the relative variations which the 
demands for productive resources at different points in the 
industrial field undergo. It is the task of the present chapter 
to distinguish the principal influences upon which the magni- 
tude of these relative variations in different circumstances 
depends. 

§ 3. First, it is plain, in so far as the demands for the 
services of productive resources in different occupations and 
places are affected by independent causes, anything that 
promotes variations in any particular occupation or place is 
likely to enhance the relative variations of demand as a whole. 
Thus all the factors affecting particular industries, which we 
shall be studying for a different purpose in Chapter XX. of 
Part III., are also relevant here. 

§ 4. Secondly, when the demands for a commodity that 
is being produced in several centres -fluctuate as between the 
centres, anything that prevents variations of demand for the 
commodity from being reflected in variations of demand for 
productive resources lessens the relative variations of demand 
for these resources. The practice followed by some firms 
giving out work on commission in times of over-pres-sure to 
other firms in the same industry that are temporarily slaah 
has this effect. When the firms engaged in an industry com- 
bine into a single concern, this device can, of course, be carried 
further. Orders, at whatever point they originate, can be sprea*^ 
ninong the members of the combination in anoh wise that . 
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ihere are no relative variationa in the several demands for 
resources to meet these orders. 

§ 5. Thirdly, there are sometimes at work causes which 
bring about definite transfers of demand from one group of 
occupations to another. The most obvious of these are seasonal 
ohanges in climatic conditions ; in the summer, for example, 
people want less gas for lighting but more petrol for motoring 
than they do in the winter. Shiftings of taste, under the 
influence of fashion, from one class of luxury article to another 
are on the same plane. Yet again, even when every individual’s 
tastes remain unaltered, the transfer of income from people 
with one set of tastes to people with another set involves a 
transfer of demand from the products favoured by the first 
class to those favoured by the second. Thus an improvement 
in the incomes of the poor at the expense of the rich would 
cause the demand for poor men’s goods to grow, and that for 
rich men’s to contract : and this change would be reflected in 
the demands for productive resources to make the two sorts 
of goods. 

§ 6. Fourthly, there are at work certain general causes, 
which affect the demand for productive resources in a large 
number of occupations in the same sense, but in different 
degrees. Thus the psychical, monetary and other factors 
that underlie what are commonly called cyclical fluctuations 
in industry involve, for reasons which I have endeavoured to 
explain elsewhere,* much more violent swings in the demand 
for instrumental goods than in that for the general run of 
onsumption goods. This, of course, means that demands for 
•rnductive resources to produce these two sorts of goods 
liictuate relatively to one another. Any policy, therefore, 
hat succeeded in mitigating the swing of cyclical industrial 
lactuations, would, incidentally, also lessen the rdeUive varia- 
fww in the demands of different industries. 

§ 7. If we suppose ourselves starting from a position of 
iijuililirium and imagine any relative variation of demand to 
as between two occupations, until the appropriate 
fausfer of productive resources has taken place the national 
''^idend must fall below its maximum. But, nevertheless, it 
* Of. my IndmtiitU FMwUim, Part 1. dmptxT iz. 
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is for soni6 purposes iniportfiiit to distinguish botwosn relutivs 
vuri&tions in which the deniftnds m hoth oocupstions h&vs 
moved in the same direction and relative variations in which 
one demand has risen and the other fallen. Where wage 
earners maintain rigid rates of wages in the fase of falling 
demand, it will be possible for those displaced from a d0pressed 
industry to find employment in an expanded one, but not 
possible for them to find employment in one which, though 
less depressed, is itself depressed in some degree. To eliminate 
obstacles to movement — provided that the expense of doing 
this were not too great — would, therefore, help the national 
dividend in the first case, but would have no effect upon it 
in the second. 

§ 8. In conclusion it should be noted that relative 
variations in the demand for productive resources, whether 
between places or between occupations, may be expected to 
have different effects according as they take place rapidly or 
slowly. If one occupation or place declines slowly while 
another expands slowly, adjustment may be made to the new 
conditions without it being necessary for any actual transfer 
of resources to take place between them. All that need 
happen is that in the declining occupation or place, capital, as 
it wears out, and workpeople, as they retire or die, are not 
fully replaced ; while newly created capital and young men 
and women coming to industrial age are turned into the 
expanding place or occupation to the extent required to lit 
the enlarged demand. In these conditions, no actual transfer 
of capital or labour being required, obstacles in the way 
of transfer do no harm to the national dividend. When, 
however, relative variations of demand take place rapidly, 
adjustment cannot be fully made in tiie w'ay described, and, 
if it is to be made, actual transfers must take placS' 
Here, therefore, obstacles to movement necessarily injure the 
dividend, and the elimination of them (if this could be 
accomplished without too great cost) would benefit it. Where 
exactly the line between " gradual” and “rapid” relative 
variations lies from the standpoint of this discussion, depends 
on the rates at which, in the occupations and places concerned, 
capital equipment normally decays and the labour for®® 
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normally requires replacement. As will l?e observed presently 
in another connection, the proportion of the annual flow to 
total stock is, in general, much larger among women workers 
than among men workers.* 

^ Of. post, Fart III. Ohaptar IX. g 6. 



CHAPTER IX 


DIVERGENCES BETWEEN MARGINAL SOCIAL NET PRODUCT AND 
MARGINAL PRIVATE NET PRODUCT 

§ 1. In general industrialists are interested, not in the social, 
but only in the private, net product of their operatioDs, 
Subject to what was said in Chapter V. about costs of move- 
ment, self-interest will tend to bring aboul equality in the values 
of the marginal private net products of resources invested in 
different ways. But it will not tend to bring about equality in 
the values of the marginal social net products except when 
marginal private net product and marginal social net product 
are identical When there is a divergence between these two 
sorts of marginal net products, self-interest will mot, Uiere^re, 
tend to make the national dividend a maximum ; and, conse- 
quently, certain specific acts of interference with normal 
economic processes may be expected, not to diminish, but to 
increase the dividend. It thus becomes important to inquire 
in what conditions the values of the social net product and 
the private net product of any given (r***) increment of 
investment in an industry are liable to diverge from one 
another in either direction. There are certain general sorts 
of divergence that are found even under conditions of simpk 
competition, certain additional sorts that may be introduced 
under conditions of monopolistic competition, and yet others 
that may be introduced under conditions of bilateral monopoly- 
§ 2. If tliere existed only one type of productive resoui’cC) 
say, labour of a given quality, this statement of the isso®® 
would be complete. It would also be complete if several typ^ 
of productive resources existed, but they were everywhere 
in all circumstances combined together in exactly the s®®® 
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proportions. In real life there are a number of different types 
of resource and they are combined in various proportions, not 
ouly in different industries, but in the same industry in 
respect of different quantities of output. Hence the expression 
“ the increment of in^festment in an industry,” which was 
employed in the preceding section, calls for further elucidation. 
In a given industry y units of output are produced as a result 
of the joint operations of a, 6 and c (physical) units of three 
types of productive resource, or factors of production. When 
the output of the industry w increased to (y + Ay), the 
quantities of the several factors become a\ b' and c^ There 

being no reason to suppose that ^ ? and 1-115 will 

a b e 

be equal, it is impossible to describe unambiguously the change 
in the quantities of productive resources taken collectively 
that has led to a given change in the output of the commodity. 
If, therefore, the r*** increment of investment is to have a 
precise meaning, it must be interpreted as the r** (physical) 
increment of some one sort of productive resource (e.y. labour 
f a given quality) plus whatever additions to the quantities 
f the other sorts properly go vrith that increment. These 
[uantities are perfectly definite, being determined by the 
ondition that, in respect of any given quantity of output, the 
mrious factors of production must be combined in such wise as 
<0 make their aggregate money cost a minimum.^ The above 
it'finition appears at first sight objectionable, because under it 
the “ unit ” of investment is, in general, of different physical 
constitution from the (r + “ unit.” This objection would, 

of course, be fatal if we were concerned to compare the net 
products of different increments or units of investment. But 
® fact we are concerned to compare two sorts of net product 
—social and private as yielded by given inerments of invest- 
Por this purpose the relation in which different incre- 


/ , y be the output of the commodity in question, and a, b, c the 

\I' ysical) quantities of the several factors of production combined in making it. 
y=:F(a,fr,c). Let / 1 (a), //6) and /j(e) be the pricee of these factors, 
w, in respect of any quanti^ of output, tho quantitiea of the several factors 
determined by thssquations 
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ments, or diflTerent “ units," stand to one another is irrelevant. 
Our definition simply removes an ambiguity, and enables us 
to proceed unhampered with the line of analysis outlined in 
the preceding section. , 

§ 3. The source of the general divergences between the 
values of marginal social'and marginal private net prodi^ct that 
occur under simple competition is the fact that, in some Occupa- 
tions, a part of the product of a unit of resources consists of 
something, which, instead of coming in the first instance to 
the person who invests the unit, comes instead, in the first 
instance (ic. prior to sale if sale takes place), as a positive or 
negative item, to other people. • These other people may fall 
into any one of three principal groups: (1) the owners of 
durable instruments of production, of which the investor is a 
tenant ; (2) persons who are not producers of the commodity 
in which the investor is investing; (3) i^eraons who are 
producers of this commodity. The divergences between the 
values of social and private net product that are liable to arise 
in respect of this last class of persons will be discussed 
separately in Chapter XI. In the present chapter attention 
is confined to the other two classes of divergence. 

§ 4. Let us consider first the class connected with the 
separation between tenancy and ownership of certain durable 
instruments of production. The extent to which the actual 
owners of durable instruments leave the work of maintaining 
and improving them to temporary occupiers varies, of course, 
in different industries, and is largely determined by con- 
siderations of technical convenience. It also depends in 
part upon tradition and custom, and" is further liable to vary 
in different places with the comparative wealth of the owners 
and the occupiers. It appears, for example, that in Ireland, 
owing to the poverty of many landlords, the kinds of expendi- 
ture on land which they leave wholly to their tenants are 
more numerous than in England.^ DetaOs thus vary, but 
there can be no doubt that over a wide field some part 
the investment designed to improve durable instrninenta 
of production is often made by persons other than tben 
owners. Whenever this happens, some divergence betwean 
* Ot Bonn, Modem Irdmi, p. S8. 
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the private and the social net product of this investment is 
liable to occur, and is larger or smaller in extent according 
to the terms of the contract between lessor and lessee. These 
terms we have now to consider. 

§ 5. The social net product of an assigned dose of 
investment being given, the private net product will fall short 
of it by an especially large amount under a system which 
merely provides for the return of the instrument to the 
owner at the end of the lease in the condition in which 
tlie instrument then happens to be. Under this arrangement 
the private net product of any r*** increment of investment 
falls short of the social net product by nearly the whole 
of the deferred benefit which would be conferred upon 
the instrument. It need not fall short of it by quite the 
whole of this deferred benefit, because a tenant, who is known 
to leave hired instruments in good condition, is likely to 
obtain them more easily and on better terms than one who 
Is known not to do this. So far-, careful tenancy yields an 
element of private, as well as of social, net product. Since, 
I'owever, separate contracts are often made at considerable 
iilervals of time, this qualification is not especially important, 
'assing it over, therefore, we notice that, since the effects 
if investment in improving and maintaining instruments 
[onerally exhaust themselves after a while, the contraction of 
'I'ivate net product below social net product, which the form of 
eiiancy just described brings about, is not likely to be con- 
ii'lerable in the earlier years of a long lease. In the later 
)’«ars of such a lease, however, and during the whole period 
“f a short lease, it may be very considerabla Indeed, 
is often found that, towards the close of his tenancy, a 
bnner, in the natural and undisguised endeavour to get back 
nmch of his capital as possible, takes so much out of the 
^*^*1 that, for some years afterwards, the yield is markedly 
jtedufied.* 

§ 6. The form of tenancy just described is illustrated 
py that primitive type of contract between landlord and 
Nani, in which nothing is said about the condition of 
land at the end of the lease. But it is by no means 
’ Cf. Hioholson, JPrimipit$ qf &onom.ie$, vol. i p. 416, 
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confined to this type of contract. Another very important 
field in which it is present is that of “concessions” to gas 
companies, electric lighting companies and so forth. An 
arrangement, under which the plant of a concessionaire 
company passes ultimately, without compensation, into tlie 
hands of the town chartering it, corresponds exactly, to the 
system of laud leases without provision for compensa^on for 
tenants’ improvements. Such an arrangement at one time 
governed the Berlin Tramways. The Company’s charter 
provided that, “ at the end of the contract, all property of the 
road located in the city streets, including poles, wires, any 
waiting-rooms built on city property, and patents, come into the 
possession of the city without charge.” ^ From the present 
point of view, this system is similar to that of the British 
Tramways Act of 1870 and Electric Lighting Act of 1881, 
which provided for the taking over of the company’s plant 
“ upon terms of paying the then value (exclusive of any allow- 
ance for past or future profits of the undertaking, or any 
compensation for compulsory sale or other consideration what- 
ever).” For the “ reproduction cost,” which value in this 
sense seems to represent, of a concern established many years 
back might be expected to fall far short of its value as a going 
concern. It follows that, under the German and English plans i 
alike, the terminating franchise system must, unless some plan 
is adopted to obviate that result,^ reduce the private net jnoduct 
of investments, alike in the original plant and in later exten- 
sions, below their social net product, thus causing them to be 
carried less far than the beat interests of the national divi- 
dend require. Furthermore, it is obvious that the restrictive 

^ Beamish, Municipal Prohlevis^ p. 565. i 

* Of course, the English plan is not so severe as the German in respect o 
investments in plant made near the end of the lease ; for, presumably, for » 
short time the cost of manufacturing such plant will remain fairly coiistan . 
Hut for investments designed to create goodwill, and, through this, 
business, it is exactly similar. Thus, after the agreement of ^ 

which the Post Oflice undertook to buy np in 1911 such part of the 
Telephone Company’s plant as proved suitable, at the cost of replacement, 
Ohmrman of the Company stated that “the Company would not atteinpi’ 
build up business that would require nursing as well as time to develops , 
would confine itself to operations that from the start would pay interest and 
other proper chargers " (H. Meyer, Public Ownerchip and the Telephones, P- J 
A device for getting over the difficulty considered in the text was emhodm 
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influence will be most marked towards the close of the con- 
cession period. In view of this fact, M. Colson recommends a 
policy, under which negotiations for the renewal of concession 
charters would be taken up some 15 or 20 years before these 
charters are due to expire.^ 

§ 7. The deliciency of the private, as compared with the 
social, net product of any r*** increment of investment, which 
arises in connection with what I have called the primitive type 
of tenancy contracts, can be mitigated in various degrees 
by compensation schemes. These may conveniently be 
illustrated from the recent history of land tenure. Arrange- 
nieiits can be made for compensating tenants, when they 
leave their holdings, for whatever injury or benefit they may 
have caused to the land. Negative compensation for injury 
is practically everywhere provided for in the terms of the 
leases. In its sim[)lest form it consists in monetary 
penalties for failure on the part of tenants to return their 
land to the owner in “tenantable repair." These penalties 
may be made operative directly, through an explicit legal 
contract; or they may be made operative indirectly, by a 
rule forbidding the tenant to depart from the local customs 
of husbandry ; or, again, they may be made operative through 
a modification in this rule concerning local customs, so 
arranged as to free enterprising tenants from the burden 
whicli the rule in its simple form imposes, without sacrificing 
the purpose of the rule. Thus, under the Agricultural 


till: I'outracl extending the franchise of the Berlin Tramway Ckimpany to 1919. 
lliw ijonlract provided, inter alia : “ If, during the life of the contract, the city 
iiiillmrities retpiire e.xtensions within the city limits, which are not specified in 
ilie contract, the company must build as much as 93 miles, double track being 
'ounted as single. But the ootnj>auy should receive from the city one-third of 
the co.st of construction of all lin js ordered between Jan. 1 , 1902, and Jan. 1, 
1907 ; and one-half of the cost on all lines ordered between Jan. 1 , 1908, and Jon. 
1. 1914. For all lines ordered after that the city must pay the full costs of con- 
traction, or a full allowance towards the cost of operation, as determined by 
later agreement. The overhead trolley was to be employed at first, except where 
ll'ecity demanded storage batteries ; but, if any other motor system should later 
prove practicable and in the judgment of the city authorities should appear more 
Jjiitablo, the company may introduce it ; aud, if the city authorities request, 
he company must introduce it. If iuoreased oost acorue to the company 
hereby, allowance being made for benefits obtained firom the new system, 
hlhy must indemnify the company ” (Beamish, Municipal Problems, p. 668). 

Of. Colson, Cows d^kontmie p<dUiq‘iM, vol. vi. p. 419. 
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Holdings Act, 1906, a tenant may depart from local custom, 
or even from a contract, as to cropping arable land, provided 
that he shall make “ suitable and adequate provision to 
protect the holding from injury or deterioration ”-r-except 
in the year before the expiration of the contract of tenancy. 
If the tenant’s action under this section does inji^re the 
holding, the landlord is entitled to recover damages and 
to obtain, if necessary, an injunction against the continuance 
of the tenant’s conduct. Positive compensation was of some- 
what later growth. Rules about it were at first a matter of 
voluntary arrangement in the yearly leases made by landlords. 
Mr. Taylor quotes a Yorkshire lease, in which the landlord 
covenants to allow the tenant “ what two different persons 
shall deem reasonable,” in payment for the capital put into 
the land in the course of ordinary farming operations during 
the last two years of the lease.^ Gradually compensation 
schemes have been given a legal status. Something in this 
direction was done in Ireland under the Act of 1870 — the 
need for it being specially great in a country where the English 
custom, under which the landlord provides the buildings 
and permanent improvements, seldom applied.® In 1875 an 
Act laying down conditions for compensating the outgoing 
tenant in England and Wales was passed, but contractiug- 
out was permitted. In 1883 a new Act, the Agricultural 
Holdings Act, was pas.sed, in which contracting-out was 
forbidden. This Act distinguished between improvements 
for which the landlord’s consent was necessary and those 
for which it was not necessary.* Scotland is now under a 
similar Act. It has largely superseded the old long lenses, 
and these are now practically being modified out of existence.^ 
In the detailed drafting of all Acts of this class difliculty is 
caused by the fact that some “ improvements ” do not mid 
to the enduring value of the estate the equivalent of their 
cost of production. If the compensation for these improve- 
ments is based upon their cost, the private net product is 
raised above the social net product. In practice this danger 

1 nf ^9^^tdtv.ral. Eemumia, p. 806. 

a n# and Staples, Rural ReeonttruOUm in Ireland, p. 20. 

4 nr ip EcoTumies, pp. Sli el tea 

* Cf. Taylor, ibid. p. 820. 
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s largely overcome by the rejection of initial cost as a basis 
compensation value, coupled with the requirement of the 
landlord's consent to some kinds of improvement. Under 
the Town Tenants (Ireland) Act, 1906, for example, when 
a tenant proposes to make an improvement he must give 
notice to the landlord, and, if the latter objects, the question, 
whether the improvement is reasonable and will add to 
the letting value of the holding, is determined by the County 
Court. The British Landlord and Tenant Act (1927) contains 
a similar provision for compensation for improvements and 
goodwill on the termination of tenancies of business premises. 
But even on this plan the private net product may be 
slightly in excess. In order that private and social net 
product may coalesce, the value of an improvement, for 
compensation purposes, should in strictness be estimated 
subject to the fact that, at interchanges of tenants, the 
laud may stand for a time unlet, and that during this time 
tlie improvement is not likely to yield its full annual value. 
If this is not done, it will pay a tenant to press investment 
slightly — very slightly — further than it will pay either the 
landlord or society to have it pressed ; and hence, where, as 
in market-gardening, improvements can be made without 
the landlord’s consent, it will check landlords from letting 
land. It is, thus, theoretically an error in the Agricultural 
Holdings Act of 1906, that it defines the compensation, 
which an outgoing tenant may claim for improvements, as 
“such sura as fairly represents the value of the improvements 
to an incoming tenant.” The standard ought to be “the 
value to the landlord.” But, when, as is usual, improvements 
oxhaust themselves in a few years, the practical effect of 
this slight error is negligible, and does not cause the private 
^u(l social net products of any r*** increment of investment 
lo diverge appreciably. 

§ 8. These compensation arrangements, as so far considered, 
possess one obvious weakness, which generally impedes the 
^ justment they are designed to effect between private and 
®ooial net product. It is true that a tenant can clmm 
compensation for improvements on quitting. But he knows 
the rent may be raised against him <m the strength oi 
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his improvements, and his compensation claim does not come 
into force unless he takes the extreme step of giving up hig 
farm. Hence the private net product of investment is still con- 
tracted below the social net product. This result is partially 
mitigated under the Agricultural Holdings Act of t906 — 
somewhat strengthened in 1920 — where it is provide^ that: 
“When the landlord, without good and sufficient causs, and 
for reasons inconsistent with good estate management, ter- 
minates a tenancy by notice to quit,” or when the tenant 
leaves in consequence of a proved demand for increased rent 
consequent upon tenants’ improvements, the tenant may 
claim, not merely compensation for the improvements, but 
also “compensation for the loss or expense directly attri- 
butable to his quitting the holding,” in connection with 
the sale or removal of household goods, implements of 
husbandry, and so forth. The above remedy is, however, 
defective in several respects. In the first place, since a 
tenant quitting his holding under the conditions contemplated 
obtains no compensation for the loss of “good-will” or the 
non-monetary inconveniences of a change of home, he will 
still be very unwilling to leave, and the landlord will still 
possess a powerful weapon with which to force him to con- 
sent to an increase of rent. In the second place, notice to 
quit on account of sale is not held to be " incompatible with 
good estate management.” Consequently, when the land 
farmed by a sitting tenant is sold by one landlord to another, 
the tenant, if be leaves, obtains no secondary compensatiou of 
the kind just described. He will, therefore, be even more 
unwilling to leave. Should he elect, however, to rent the 
farm under the new landlord, he “ is liable to the rent on any 
improvement which he has executed, without receiving any 
compensation.” ^ It is probably a recognition of this danger 
that has given rise to the growing demand among farmers fof 
legislation permitting them, when the landlord wishes to sell, 

* Report of the ConmMtt cm. Tenant Farmers [Cd. 6080], p. 6. Notice gi'’®” 
to a Bitting tenant on the ground that hia land w wanted for building is 
“not incompatible with good husbandry ” and carries no secondary 
There would plainly be danger in tlie grant of such compensation here, sin®* 
would encourage the investment of resources in agricultural iiuproveinc*^^ 
the cost of a more than equivalent social hynry in postponing the use 
budding of land that has become ripe for it » 
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to purchase their holdings on the basis of the old rent A 
provision for secondary compensation on disturbance similar 
to that of the Agricultural Holdings Act is contained in the 
Town Tenants (Ireland) Act, 1906. Here, under the circum- 
stances specified, compensation may also be claimed for " good- 
will” But even with this provision it is apparent that the 
adjustment secured cannot be more than partial' 

§ 9. In view of these imperfections in compensation 
arrangements, it is often contended, in effect, that for a really 
adequate adjustment, not merely compensation for tenants 
vacating their holdings, but legal security of tenure, coupled 
with the legal prohibition of renting tenants’ improvements, is 
required. Of course, in some circumstances the state of things 
which this policy is designed to bring about is attained with- 
out any legislative intervention. In Belgium, for example, 
it is substantially established everywhere by the force of 
custom ; * and, no doubt, many English landlords conduct the 
njsnagement of their estates in a like spirit. It is plain, 

' wever, that the willingness of landlords to refrain from 
ing economic power for their own advantage, when the use 
this power is permitted by law, cannot always be assumed ; 
deed, if it could be assumed, the whole elaborate develop- 
ent of compensation laws, which we have been discussing, 
3uld have been unnecessary. We are thus led forward to 
consideration of the policy of legally enforced security 
tenure plus “fair rents.” In the way of this policy 
icre are two principal difficulties. In the first place, the 
carity of tenure that is granted cannot he absolute ; for, if 
Were, considerable economic waste might sometimes result. 

^ would appear, therefore, that security must be conditional 
pen reasonably good farming. Furthermore, it must be 
Mtiditional upon the land not being required in the public 

‘ The argument for oomiw&sation, it ahonid be noted, is not that it would 
the tenant. Professor Nicholson is right when he observes “that 
''''’pensation for improvements will not benefit the tenant so much as is 
'»«rally supposed, because the privilege itself will have a pecuniary vaine ; 

h to say, a landlord will demand, and the tenant can afford to give, a 
"p rent in proportion. Under the old improving leasee, as they were 
the rent was low because ultimately the permanent improvements wws 
“ so to the landlord " qf JBwJwmto, vol I p. 8a2> Ot Morisots 

O'"'!)! of Indian arrangemonts (Tht ludutitrM Organiution <tf InHan 
pp. 151.6). * (X. Rowntree, Land tad laiowr, p. 1». 
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interest, whether for small holdings, allotments, labouren 
cottages, urban development, the working of minerals, or th 
making of water-courses, roads and sanitary works. When i 
is required for any of these purposes the Land Courts shout 
have the power to terminate the tenancy, while qnsurin 
adequate compensation to the tenant.” * The precise ^aftiiij 
of appropriate conditions is not likely to prove altogether eas) 
In the second place, security of tenure being plainly illusor 
if the landlord can force the tenant to give notice by arbitrar; 
increases of rent, it is necessary that fair rents be someho\ 
enforced. This cannot be done by a mere prohibition of an\ 
increases of rent, for in some circumstances an increase woul( 
be fair. There would be no justice, for example, in taking fron 
the landlord and giving to the tenant the benefit of an additioi 
to the value of the land brought about by some general changi 
in agricultural })rices wholly independent of the tenant’s action 
Hence this policy seems to involve the setting up of a tribuna 
to fix rents, or, at all events, to settle disputes about rents 
when invoked for that purpose. W’’ere the Land Court, oi 
whatever the body set up may be, omniscient and all-wise 
there would, indeed, be no objection to this. But, in view oi 
the necessary imperfection of all human institutions, there is 
some danger that a tenant may be tempted deliberately to let 
down the value of his holdijig in the hope of obtaining a 
reduced rent. Under the Irish system of judicial rents, a 
defence against this abuse was nominally provided in the form 
of permission to the Courts to refuse revision. But this 
remedy was not utilised in practice. Very often “not pro- 
ductivity, but production, and more especially the evidences of 
production in the fifteenth year, were the determining factors" 
in rent revision.^ Professor Bonn illustrates the result thus: 
“ Two brothers divided a farm into two shares of equal values 
— the good husbandman got a rent reduction from the Courts 
of 7^ per cent, the bad got one of 17^ per cent”* It is 
therefore, by any means obvious that the policy of fixity u 
tenure and judicial rents will really bring marginal private net 

• LaM Enquiry Repm, p. 378. 

• Smith -Gordon and Staples, Rural R^onatrttctSm <» Irdamd, p- 2*- 

• conn, Modem Irdamd, p, 118. 
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product and marginal social net product more closely together 
than they are brought by simple compensation lawa The 
|rap between the two marginal net products can only be 
completely closed if the person who owns the land and the 
person who makes investments in it are the same. But this 
arrangement is frequently uneconomic in other ways. For, 
especially if the farmers are small men, they are likely, as 
owners, to find much difficulty in raising the capital required 
for those larger improvements, which, under the English land- 
system, it is now usual for the landlord to undertake. It is 
beyond the scope of this volume to attempt a detailed discus- 
sion of the controversial topics thus opened up. What has 
lieen said, however, will suffice to illustrate one type of dis- 
crepancy between marginal [uivate net product and marginal 
social net product, that is liable to arise in occupations where 
resources have to be invested in durable instruments by persons 
who do not own the instruments. 

§ 10. I now turn to the second class of divergence between 
sticiai and private net product which w’as distinguished in § 3. 
Here the essence of the matter is that one person A, in the 
course of rendering some service, for which payment is made, 
to a second person B, incidentally also renders services or 
disservices to other persons (not producers of like services), 
of such a sort that payment cannot be exacted from the 
t>cuelited parties or compensation enforced on behalf of 
the injured parties. If we were to be pedantically loyal to 
the definition of the national dividend given in Chapter III. 
of Part J., it would be necessary to distinguish further between 
Hidustries in which the uncompensated benefit or burden 
fcspectively is and is not one that can be readily brought 
’■'to relation with the measuring rod of money. This dis- 
tinction, however, would be of formal rather than of real 
Importance, and would obscure rather than illuminate the main 
’■""les. I shall, therefore, in the examples I am about to give, 
deliberately pass it over. 

Anionjr these examples we may set out first a number of 
’’■Rtanoes in which marginal private net product falls short 
® marginal social net product, because incidental services 
performed to third parties from whom it is technically 
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difficult to exact payment. Thus, as Sidgwick observes, 
“ it may easily happen that the benefits of a well-placed light- 
house must be largely enjoyed by shijis on which no toll 
could be conveniently levied.” ' Again, uncompfensated 
services are rendered when resources are invested in 'private 
parks in cities ; for these, even though the public 'is not 
admitted to them, improve the air of the neighbourhood. 
The same thing is true — though here allowance should be 
made for a detriment el.'sewhere — of resources invested 
in roads and tramways that increase the value of the 
adjoining land — excejtt, indeed, where a special betterment 
rate, corresponding to the improvements they enjoy, is levied 
on the owners of this land. It is true, in like manner, of 
resources devoted to afforestation, since the beneficial effect 
on climate often extends beyond the borders of the estates 
owned by the person responsible for the forest It is true 
also of resources invested in lamps erected at the doors of 
private houses, for these necessarily throw light also on the 
streets.* It is true of resources devoted to the prevention 
of smoke from factory cliimneys : * for this smoke in large 
towns inflicts a heavy uncharged loss on the community, in 
injury to buildings and vegetables, expenses for washing 
clothes and cleaning rooms, expenses for the provision of 
extra artificial light, and in many other ways.* I.astly and 

^ Pri7Lci,ple$ of Political Economy^ p. 406. 

* Cf. Smart, Shidics m EcoTiamies^ p. 314. 

* It has been said that in Ix>ndon, owing to the smoke, there is only 12 
per cent as much sunlight as is astrcmomically fiossible, and that one fog in five 
is directly caused by smoke alone, while all thc^fogs are befouled and proloni^fd 
by it (J. W. Grabain, llie Defttniction of Day lights jip. 6 and 24). It would 
seem that mere ignorance and inertia prevent the adoption of smoke-preveniiufJ 
appliances in many instances where, through the addition they would make 
to the efficiency of fuel, they would be directly profitable to the users. Tl>e 
general interest, however, requires that these devices should be employed lieyond 
the point at whicli they ‘‘[my." There seems no doubt that, by means of 
mechanical stokers, liot-air blasts and other arrangements, factory chimneys 

be made practically smokeless. Noxious fumes from alkali works are 8U]»pi tossed 
by the law more vigorously than smoke {ihid, p. 126). , 

^ Thus the Interim Report of the Departmental Committee on smoko an 
Noxious Vapoura Abatement 1920 contains the following passages; ^ 

“17. Actual economic loss Dne to Coal Smoke , — It is impossible to arnve a 
any complete and exact statistical sUtement of the amount of dain^ 
occasioned to the whole community by smoke. We may, however, quote to 
following investigations. 

“ A report on an exhaustive investigation oondaoted hy an otfori 



«. I* 


SOCIAL AND PBIVATE NET PEODUCT 186 


ttost important of all, it is true of resources devoted alike 
a the fundamental problems of scientific research, out of 
srbich, in unexpected ways, discoveries of high practical utility 
)ften grow, and also to the perfecting of inventions and 
improvements in industrial processes. These latter are 
jften of such a nature that they can neither be patented 
nor kept secret, and, therefore, the whole of the extra 
reward, which they at first bring to their inventor, is very 
quickly transferred from him to the general public in the form 
of reduced prices. The patent laws aim, in effect, at bringing 
marginal private net product and marginal social net product 
more closely together. By offering the prospect of reward for 
certain types of invention they do not, indeed, appreciably stimu- 
late inventive activity, which is, for the most part, spontaneous, 
but they do direct it into channels of general usefulness.^ 
Corresponding to the above investments in which marginal 
private net product falls short of marginal social net product, 
there are a number of others, in which, owing to the 
technical difficulty of enforcing compensation for incidental 
sservices, marginal private net product is greater than marginal 
cial net product. Thus, incidental uncharged disservices are 
lulered to third parties when the game-preserving activities 
one occupier involve the overrunning of a neighbouring 
icupier’s land by rabbits — unless, indeed, the two occupiers 
and in the relation of landlord and tenant, so that com- 
cnsation is given in an adjustment of the rent They are 
“ndered, again, when the owner of a site in a residential 
uarter of a city builds a factory there and so destroys a great 

I^n^'inecrs, arcliitecta, and scientists in 1912 in Pittsburgh, U.S.A., estimated 
M cost of the smoke nnisance to Pittsburgh at approximately £4 per head of 
popultttioii jtcir annum. 

> 1 . ^ valuable investigation was made in 1918 by the llanohester Air 

wiotion Advisory Board into the comi>arative cost of household washing 
! ' r — a smoky town — as compared with Harrogate — a clean town. 

Hid obtained 100 projwly comparable statements for Uanchester 

^ llarrojiiatc resjjectively aa to the coat of the weekly washing in working* 
ion .) showed an extra cost in Manchester of 7id. a week per 

^*'• 111 , Id washing material. The total loss for the whole city, 

ntra^i ) ^ cost of fuel and washing materials alons, disregarding the 
’'orki 1 involved, and assuming no greater lose for roiddle*claBS than for 
*2*0 one ** iionseholds (a eonsiderable under-statement), worke out at over 
1 yosr for a population of three quarters of a million.*' 

’ ' IwmOwt tmd Mmuff Makm, p. 81. 
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part of the amenities of the neighbouring sites ; or, in a less 
decree, when he uses his site in such a way as to spoil 
the lighting of the houses opposite:^ or when he invests 
resources in erecting buildings in a crowded centre^ which, 
by contracting the air space and the playing-roon^ of the 
neighbourhood, tend to injure the health and efficiencj^ of the 
families living there. Yet again, third parties — this time 
the public in general — suffer incidental uncharged dissmices 
from resources invested in the running of motor cars that wear 
out the surface of the roads. The case is similar — the 
conditions of public taste being assumed — with resources 
devoted to the production and sale of intoxicants. To enable 
the social net product to be inferred from the private net 
product of the marginal pound invested in this form of 
production, the investment should, as Mr. Bernard Shaw 
observes, be debited with the extra costs in policemen and 
prisons which it indirectly makes necessary.® Exactly similar 
considerations hold good in some measure of foreign invest- 
ment in general. For, if foreigners can obtain some of the 
exports they need from us by selling promises, they will not 
have to send so many goods ; which implies that the ratio of 
interchange between our exports and our imports will become 
slightly less favourable to us. For certain sorts of foreigr 
investments more serious reactions come into account. Thus 
when the indirect effect of an increment of investment mad( 
abroad, or of the diplomatic manoeuvres employed in securing 
the concession for it, is an actual war or preparations to 
guard against war, the cost of these things ought to be 
deducted from any interest that the increment yields before 
its net contribution to the national dividend is calculated. 
When this is done, the marginal social net product even of 
investments, which, as may often happen in countries where 
highly profitable openings are still unworked and hard bargains 
can be driven with corrupt officials, yield a very high return 
to the investors, may easily turn out to be negative. Yet 

* In Germany the town-planning schemes of most cities render 
Mtion of tliis kind imposeible ; but in Amerios individual site-owners 

M entirely free, and in England to l*e largely free, to do what they will wi 
their land. (Of. Howe, European OUies at Work, pp. 48 , 96 and 846.) 

* ITu Common Stnu of M‘tm,ieipal Trading, pp. 18-20. 
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igain, when the investment consists in a loan to a foreign 
lovernment and makes it possible for that government to 
engage in a war which otherwise would not have taken place, 
the indirect loss which Englishmen in general sufiTer, in con- 
sequence of the world impoverishment caused by the war, 
should be debited against the interest which English financiers 
receive. Here, too, the marginal social net product may well 
be negative. Perhaps, however, the crowning illustration of 
this order of excess of private over social net product is afforded 
by the work done by women in factories, particularly during 
the periods immediately preceding and succeeding confinement ; 
for there can be no doubt that this work often carries with it, 
besides the earnings of the women themselves, grave injury to 
the health of their children.^ The reality of this evil is not 
disproved by the low, even negative, correlation which sometimes 
is found to exist between the factory work of mothers and the 
rale of infantile mortality. For in districts where women’s 
work of this kind prevails there is presumably — and this is 
the cause of the women’s work — ^great poverty, lliis poverty, 

which is obviously injurious to children’s health, is likely, 
other things being erjual, to be greater than elsewhere in 
fainili(;s wliere the mother declines factory work, and it may 
be that the evil of the extra poverty is greater than that 
of the factory work.® This consideration explains the 
tatistical facts that are known. They, therefore, militate in 
10 way against the view that, other things equal, the factory 
fork of mothers is injurious. All that they tend to show 
B that prohibition of such work should be accompanied 

' Cf. Hutchins, Economic Journal, 1908, p. 227. 

* Of. Newsholme, Seomtd Report on Infant and Child Morialitp [Od. 6909], 
tS. Similar considerations to the above hold good of night work by boys, 
‘w Di'parimental Committee on Night Employment did not, indeed, obtain any 
itroiig evidence that this work iajures the boys’ health. But they found that 
1 feacts injuriously on their efficiency in another way, by practically pre* 
I "uing them from going on with their education in continuation classes and so 
“till The fJieorg of our factory laws appears to be that boys between 14 and 18 
only bo permitted to work at night upon continuons processes of such a kind 
« great loss w'ould result if they did not do so. The pnuAice of these lawi^ 
wever, permits them to be employed at ni^t on unnecessary non>ooutiaaoas 
B cesses which are carried out In the same factory as continuous processes. 

the Committee recommend that in future " such permits should 
ftatf in terms of prooessM, and not of {Hramiaas, &ctories, «r parts ol 
without nferetioe to prooetom" ^Cd. W08]. p. 17). 
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by relief to those families whom the prohibition renderi 
necessitous.* 

§ 11. At this point it is desirable to call attention to s 
somewhat specious fallacy. Some writers unaccustomed tc 
mathematical analysis have imagined that, when improved 
methods of producing some commodities are introduced, the 
value of the marginal social net product of the resources 
invested in developing these methods is less than the value of 
the marginal private net product, because there is not included 
in the latter any allowance for the depreciation which the 
improvement causes in the value of existing plant; and, as 
they hold, in order to arrive at the value of the marginal 
social net product, such allowance ought to be included.* If 
this view were correct, reason w'ould be shown for attempts 
to make the authorisation of railways dependent on the railway 
companies compensating existing canals, for refusals to license 
motor omnibuses in the interests of municipal tramways, and for 
the placing of hindrances in the way of electric lighting enter- 
prises in order to conserve the contribution made to the rates 
by municipal gas companies. But in fact the view is not 
correct. The marginal social net product of resources devoted 
to improved methods of prodxiHng a given commodity is not, in 
general, different from the marginal private net product; for 
whatever loss the old producers suffer through a reduction in the 
price of their products is balanced by the gain which the re- 
duction confers upon the purchasers of these products. This is 
obvious if, after the new investment has been made, the old 


* Cf. Anmuil Report of the Local Government Board, 1909-10, p. 67. 
suggestion that the injurious consequences of"the factory work of mothers csa 
be done away with, if the factory worker gets some unmarried woman to look 
after her home in factory hours, is mistaken, because it ignores the fact that » 
woman’s work has a special personal value in respect of her own children. 
Birmingham this fact seems to be recognised, for, after a little experieno* of 
the bad resulte of putting their children out to “min^” married women »» 
apt, it was said before the war, to leave the factory and take to home work. 
(Of. Cadbury, Women’s Work, p. 176.) 

* For example, J. A. Hobson, Soeiologiaxl Review, July 1911, p. 197, and Q<^ 
JPriees and Wages, pp. 107-8. Even Sidgwiok might be suspeotM of 

oing the argument set out in the text (cf. PHneiplee of PoHHeal Xmomy, ?• 

It d^ not seem to have been noticed that this a^ment, if 
justify the State in prohibiting the use of now maohinory that ioj 

toe services of skilled mechanics until the generation of mechanics ' 
that skill has been depleted by death. 
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nachines continue to produce the same output as before at 
•educed prices. If the production of the old machines is 
Jiminished on account of the change, it seems at first sight 
ioubtful. Beflection, however, makes it plain that no unit 
formerly produced by the old machinery will be supplanted by 
one produced by the new machinery, except when the new 
machinery can produce it at a total cost smaller than the prime 
that would have been involved in its production with the 
old machinery : except, that is to say, when it can produce it 
at a price so low that the old machinery would have earned 
nothing by producing it at that price. This implies that every 
unit taken over by the new machinery from the old is sold to 
the public at a price reduced by as much as the whole of the 
net receipts, after discharging prime costs, which the old 
machinery would have obtained from it if it had produced 
that unit. It is thus proved that there is no loss to the 
owners of the old machines, in respect of any unit of their 
former output, that is not offset by an equivalent gain to 
consumers. It follows that to count the loss to these owners, 
n respect of any unit taken over from them by the new 
lachinery, as a part of the social cost of producing that unit 
'ould be incorrect. 

An attempt to avoid this conclusion may, indeed, still be 
lade. It may be granted that, so far as direct effects are 
oncerned, ordinary commercial policy, under which investment 
n improved processes is not restrained by consideration for 
he earnings of other people’s established plant, stands vindi- 
aled. There remain, however, indirect effects. If expensive 
>htut is liable to have its earnings reduced at short notice by 
lew inventions, will not the building of such plant be hindered ? 
^'ould not the introduction of improved processes on the whole 
stimulated, if they were in some way guaranteed against 
mjiid obsolescence through the competition of processes 
fet further improved ? The du’ect answer to this question is, 
“odoubtedly, yes. On the other side, however, has to be set 
6 fact that the policy proposed would retain inferior methods 
when superior methods were avmlable. Whether gain 
on the whole would result from ^ese two influences 
combination, is a question to which it seems difficult to 
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give any confident answer. But this impotent conclusion is noi 
the last word. The argument so far has assumed that th( 
rapidity with which improvements are invented is independent 
of the rapidity of their practical adoption ; and it is on the 
basis of that assumption that our comparison of rival policies 
fails to attain a definite result. As a matter of fact, 'liowever, 
improvements are much more likely to be made at aiy time, 
if the best methods previously discovered are being employed 
and, therefore, watched in actual operation, than if they are 
being held up in the interest of established plant. Houce 
the holding-up policy indirectly delays, not merely the adoption 
of improvements that have been invented, but also the invention 
of new improvements. This circumstance almost certainly 
turns the balance. The policy proper to ordinary competitive 
industry is, therefore, in general and on the whole, of greater 
social advantage than the rival policy. It is not to the interest 
of the community that business men, contemi)Iatiug the in- 
troduction of improved methods, should take account of the 
loss which forward action on their part threatens to other 
business men. The example of some municipalities in post- 
poning the erection of electric-lighting plant till their gas plant 
is worn out is not one that should be imitated, nor one that 
can be successfully defended by reference to the distinction 
between social and private net products. The danger that 
beneficial advances may be checked by unwise resistance 
on the part of interested municipal councils is recognised in j 
this country in the rules empowering the central authority to| 
override attempts at local vetoes against private electrical enter- 
prise. The policy followed by the Board of Trade is illustrated 
by the following extract from their report on the Ardrossan, 
Saltcoats and District Electric Lighting Order of 1910 : “As 
the policy of the Board has been to hold that objection on the 
grounds of competition with a gas undertaking, even when 
belonging to a local authority, is not sufficient reason to jnst 
them in refusing to grant an Electric Lighting Order, the Boar 
decided to dispense with the consent of the Corporation 
Ardrossan.” ^ 

§ 12. So far we have considered only those divergei*^ 

» Cf. Knoop, Principles and Methods ^ MvmMpcU Trading, p. 
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tween private and social net products that come about through 
e existence of uncompeiisated services and uncharged dis- 
rvices, the general conditions of popular taste being tacitly 
suined to remain unchanged. This is in accordance with 
e definition of social net product given in Chapter II. § 5. 

3 was there indicated, however, it is, for some purposes, 
isirable to adopt a wider definition. When this is done, we 
)serve that a further element of divergence between social 
id private net products, important to economic welfare 
longh not to the actual substance of the national dividend, 
ay emerge in the fonn of uncompensated or uncharged 
i'ects upon the satisfaction thai consumers derive from tJie 
mu,niplion of things other than the one directly affected. 
or the fact that some people are now able to consume 
le uew commodity may set up a psychological reaction 
other people, directly changing the amount of satisfaction 
lat they get from their consumption of the old commodity. 

I is conceivable that the reaction may lead to an increase 
the satisfaction they obtain from this commodity, since 
may please them to make use of a thing just because it 
superseded and more or less archaic. But, in general, the 
ction will be in the other direction. For, in some measure, 
'Bople’s afl'ection for the best quality of anything is due simply 
' the fact that it is the best quality ; and, when a new best, 
uperior to the old best, is created, that element of value in 
l>ii old best is destroyed. Thus, if an improved form of motor 
to is invented, an enthusiast who desires above all “ the very 

i test thing " will, for the future, derive scarcely any satisfac- 
on from a car, the possession of which, before this new in- 
^ution, afforded him intense pleasure. In these circumstauces 
p marginal social net product of resources invested in pro- 
the improved type is somewhat smaller than the 

f toginal private net product.' It is possible that the introduc- 
of electric lighting into a town may, in some very slight 
bring about this sort of psychologioal rMiction in regard 

^ere^ noticed that the ergumeDt of the teat mey be apfdioeble even 

M wh formeriy ooiumin^ ia wholly aupexeeded by the new rivel, 

* old n nobody i* ectnelly dwiving dhniniahed wtisfeetion ftom 

>ottt iini ‘ ** ’"•y be tiuit oomplete oapeneerioii would not have ooa» 

^ people's desire for tite oU p^uot hod been reduoed by the peydto* 
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to gas: and this possibility may provide a real defenc 
supplementary to the fallacious defence described in ti 
preceding section, for the policy of municipalities in delayiu 
the introduction of electricity. This valid defencfj, howeve 
is almost certainly inadequate. The argumenti|4 actuall 
employed in support of the view that municipalities shoul 
not permit competition with their gas plant are those descrit 
in the preceding section. They are, in general, independent i 
any reference to psychological reactions, and are, therefore, lik 
the arguments which persons interested in canals brought agains 
the authorisation of the early railways, wholly fallacious. 

§ 13. It is plain that divergences between private am 
social net product of the kinds we have so far been con 
sidering cannot, like divergences due to tenancy laws, 
mitigated by a modification of the contractual relation betweei 
any two contracting parties, because the divergence ari.si 
out of a service or disservice rendered to persons other tha 
the contracting parties. It is, however, possible for the Stat< 
if it so chooses, to remove the divergence in any field bj 
“extraordinary encouragements" or “ extraordinary restraints’ 
upon investments in that field. The most obvious form! 
which these encouragements and restraints may assume ar 
of course, those of bounties and taxes. Broad illustratiow 
of the policy of intervention in both its negative and positiv 
aspects are easily provided. 

The private net product of any unit of investment is undul^ 
large relatively to the social net product in the businesses ( 
producing and distributing alcoholic drinks. Consequently] 
in nearly all countries, special taxes are placed upon tbei 
businesses. Marshall was in favour of treating in the samj 
way resources devoted to the erection of buildings in crowde 
areas. He suggested, to a witness before the Boyal Coff 

logical reaction we have been contemplating. Furthermore, the pi' 
argument shows that inventions may aotualljr dlmiaiah aggi'®?*te Mon 
welfare ; for they may cause labour to be withdrawn from other in' 
productive service to make a new variety of some article to snpersode sn * ^ 

whereas, there had been no invention, the dd one would have continue 
imd would have yielded as much econonde aatlsfacrtioia M the new one yi* ‘ ^ 

^18 u true, broadly speaking, of inventioae of new Weapc®* of war, 
ttese are known to all nations, because it i» of no advwitsge to one oou»w , 
have improved armaments if its rivals hav« than sloo. 
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mission on Labour, "that every person putting up a house 
in a district that has got as closely populated as is good 
should be compelled to contribute towards providing free 
playgrounds.” * The principle is susceptible of general 
application. It is employed, though in a very incomplete 
and partial manner, in the British levy of a petrol duty 
and a motor * car licence tax upon the users of motor 
cars, the proceeds of which are devoted to the service 
of the rosuis.’ It is employed again in an ingenious way 
in the National Insurance Act. When the sickness rate in 
any district is exceptionally high, provision is made for 
throwing the consequent abnormal expenses upon employers, 
local authorities or water companies, if the high rate can 
be shown to be due to neglect or carelessness on the part 
of any of these bodies. Some writers have thought that 
it might be employed in the form of a discriminating tax 
upon income derived from foreign investments. But, since 
the element of disadvantage described in § 10 only belongs 
to some of these investments and not to others, this arrange- 
ment would not be a satisfactory one. Moreover, foreign 
investment is already penalised to a considerable extent both 
by general ignorance of foreign conditions and by the fiemt 
that income earned abroad is frequently subjected to foreign 
income tax as well as to British income tax. 


The private net product of any unit of investment is unduly 
small in industries, such as agriculture, which are supposed to 
yield the indirect service of developing citizens suitable for 
military training. Partly for this reason agriculture in Germany 
was accorded the indirect bounty of protection. A more 
extreme form of bounty, in which a governmental authority 
provides aU the funds required, is given upon such services as 
the planning of towns, police administration, and, sometimes, 
the clearing of slum areas. This type of bounty is also not 


J ^al Commmion Mlabmr, Q. 8«S6. 

^ Kpplioatioii of the jniiioiple ie inoomplete, heoanee the reveane from 
w taxee, admioietered through the Boad Board, muat be devoted, "not 
Moll • raed mai&tauuioe at all, however oneroua it mi^t he, bat 

laiveiy to the exeoution of new and apeoi&o road improvemeata (Webb, 
p. 850). Thai, in the main, the motoriet doea not pay 
tt«nt ! tho mdinary roada, bnt obtoiaa in retnm for hit pay- 

™ wditional aervioa nMftd to him nthor than to the goneral pnUio. 


a 
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infrequently given upon the work of spreading infonnatio 
about improved processes of production in occupations when 
owing to lack of appreciation on the part of potentis 
beneficiaries, it would be difficult to collect a fee forj undei 
taking that task. Thus the Canadian Governm^t ha 
established a system, “by means of which any fanner ca 
make inquiry, without even the cost of postage, aboikt an; 
matter relating to his business ” ; ^ and the Department o 
the Interior also sometimes provides, for a time, actua 
instruction in farming.® Many Governments adopt the sann 
principle in respect of information about Labour, by providin' 
the services of Exchanges free of charge. In the Unitec 
Kingdom the various Agricultural Organisation Societies an 
voluntary organisations, providing a kindred type of bount] 
at their subscribers’ expense. An important part of thei 
purpose is, in Sir Horace Plunkett’s words, to bring freel} 
“ to the help of those whose life is passed in the quiet of the 
field the experience, which belongs to wider opportunities o: 
observation and a larger acquaintance with commercial anc 
industrial affairs.”® The Development Act of 1909, witl 
its provision for grants towards scientific research, instruction 
and experiment in agricultural science, follows the same lines. 

It should be added that sometimes, when the inter- 
relations of the various private persons affected are highlj 
complex, the Government may find it necessary to exercise 
some means of authoritative control in addition to providing 
a bounty. Thus it is coming to be recognised as an axiom 
of government that, in every town, power must be held by 
some authority to limit the quantity of building permitted 
to a given area, to restrict the height to which houses may 
be carried, — for the erection of barrack dwellings may 
cause great overcrowding of area even though there is 
overcrowding of rooms,* — and generally to control the building 

* Mayor, Report on ike Canadian North- West, p. 86. 

* Ibid. p. 78. 

* 0. Webb, IndvMrial Co-operation, p. 149. 

* Mr. Dawson believes that tbia type of overcrowding prevalle to a conMfl®*' 

able extent in Qerman towns. He wnrites : " The exoeesive width of the strw i 
insisted on by cast-iron regulations, adds greatly to the cost of house-biuW''j& 
and in order to recoup himself, and make the most of his profits, the bwM* 
begins to extend his house vwtioally instead of horixontally *' ^ 
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activities of individuals. It is as idle to expect a well- 
planned town to result from the independent activities of 
isolated speculators as it would be to expect a satisfactory 
picture to result if each separate square inch were painted by 
an independent artist. No " invisible hand " can be relied on 
to produce a good arrangement of the whole from a combina- 
tion of separate treatments of the parts. It is, therefore, 
necessary that an authority of wider reach should intervene 
and should tackle the collective problems of beauty, of 
air and of light, as those other collective problems of gas 
and water have been tackled. Hence, shortly before the 
war, there came into being, on the pattern of long previous 
German practice, Mr. Burns's extremely important town- 
planning Act. In this Act, for the first time, control over 
individual buildings, from the standpoint, not of individual 
structure, but of the structure of the town as a whole, was 
definitely conferred upon those town councils that are willing 
to accept the powers offered to them. Part II. of the Act 
begins: "A town-planning scheme may be made in accord- 
ance with the provisions of this Part of the Act as respects 
any laud which is in course of development, or appears likely 
to be used for building purposes, with the general object 
of securing proper sanitary conditions, amenity, and con- 
venience in connection with the laying out and use of the 
land, and of any neighbouring lands.” The scheme may 
be worked out, as is the custom in Germany, many years 
in advance of actual buUding, thus laying down beforehand 
the lines of future development Furthermore, it may, if 
desired, be extended to include land on which buildings have 
already been put up, and may provide “for the demolition 
w alteration of any buildings thereon, so far as may be 
necessary for carrying the scheme into effect” Finally, 
wiiere local authorities are remiss in preparing a plan on 
their own initiative, power is given to the appropriate depart- 
taent of the central Government to order them to take action, 
^here is ground for hope, however, that so soon as people 

Owemrmt, in Otrmmy, pp. 168-4). Heno# Q«rman mmtioipaUtiea now 
yi.'l the height of Wldingi, providing o eptle of permitted he^ti 
(in deorewee on poubig from the eeoto to the oatljiag porta itf « town. 
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become thoroughly familiarised with town-planning, local 
patriotism and inter-local emulation will make resort to 
pressure from above less and less necessary. 

§ 14. So far we have been concerned with foites of 
divergence between social and private net products that are^ liable 
to occur even under conditions of simple competition. liV^here 
conditions of monopolistic competition * — competition, that is 
to say, between several sellers each producing a considerable 
proportion of the aggregate output — are present, the way is 
opened up for a new kind of investment. This consists in 
competitive advertisement directed to the sole purpose of 
transferring the demand for a given commodity from one 
source of supply to another.* There is, indeed, little 
opportunity for this as regards goods of a kind whose quality 
is uniform and, as with salt, lumber or grmn, can be easily 
tested ; but, where quality cannot be easily tested, and especially 
where goods are sold in small quantities, which can readily be 
put into distinctive packages for the use of retail customers, 
there is plenty of opportunity.* Not all advertisement is, of 
course, strictly competitive. Some advertisement, on the 
contrary, fulfils a social purpose, in informing people of the 
existence of articles adapted to their tastea Indeed, it has 
been said “ that advertising is a necessary consequence of sale 
by description,” and represents merely a segregated part of 
the complex work formerly done by those middlemen who 
exhibited, as well as sold, their goods.* Without it many 
useful articles, such as new machines, or useful services, such 
as that of life insurance, might not be brought at all to the 
notice of potential purchasers who have a real need for them. 
Furthermore, some advertisement serves to develop an entirely 
new set of wants on the part of consumers, the satisfaction of 
which involves a real ad^tion to social well-being; and the 
development of which on a large scale at the same time 
enables the commodity that satisfies them to be produced on 

* Of. post. Part 11. Ch. XV. 

» Under aimple competition, there ia no purpoee in tfaia advertisenieot, 
beoanse, ex hypoUusi, the market will take, at the market prioe, ae much M • r 
one email seller wants to sell. Practically mcmopolietio oompatition cowp’''** 
an forms of imperfect competition. 

! ^ ProNsm, pp. 2«-7. 

Of. Shaw, Quarterly Jourma qf Bamomke, ISIS, p. 741. 
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large scale and, therefore, cheaply.^ Under this head it is 
ossible to make out a case in favour of the peculiar system 
f advertisement arranged on behalf of the general body of its 
arrant growers (without the mention of individual names) by 
he Greek Government : * though, of course, the development 
if a taste for currants is probably in part at the expense of 
he taste for something else. It is not, however, necessary to 
ny purpose to attempt an estimate of the proportion which 
itrictly competitive advertisement bears to advertisement in 
he aggregate — an aggregate the cost of which has been put, 
for the United Eingdom, at eighty million pounds, and, for the 
norld, at six hundred million pounds per annum.' That a 
considerable part of the advertisement of the modern world is 
strictly competitive is plain.^ This is true alike of the more 
obvious forms, such as pictorial displays, newspaper paragraphs,* 
travellers, salesmen, and so on ; and of the more subtle forms, 
such as a large exhibit of jewellery in the shop window, the 
according of credit, with the consequential expenditure on 
book-keeping and on the collection of recalcitrant debts, 
expenditure in keeping shops open at hours inconvenient and 
costly to the sellers, and other such forms. It is plain that, 
p to a point, investment of this type, in so far as it retains, 
r gains, for the investor " a place in the sun,” yields, like 
xpenditure upon national ai'maments, a considerable private 
«t product. A curve, representing the private net products 
ielded by successive increments of it, would indicate positive 
'slues for a long distance. What relation does (diis curve 
ar to the corresponding curve representing the social net 
Mucts of successive increments ? 

' Of. the ditDttsgion of ''oonatrnctivo'’ and " combative ” advertiaementa in 
Iwshall'g Mustiy and Trade, pp. 304-7. 

^ Of. Goodall, Adverlixing, p. 49. * Ibid. p. 2. 

>t should be obaerved tiut this ^rpe of advMtiiement, whieh aims in eflfoct 
Uiverting custom from a rival to oneself, may be pressed to lengths that the 
* of modem States will not tolerate. Thus in some European States certain 
u'w false statements about awards alleged to have been won at exhibitions 
4 , “ exceptional offer of bankrupt stock, direct disparagemeat of a rival'e 

ill u Pf^duce, and attempt* to paas off one’s own goods sa the goods of a 
we poniahable offenoee. (Ot levies, JVnit lows md U^r 

sjiit.] tbe “resoQToes” invested in tiiese things are measured by the aotual 

'Vgelv ^ in the prodvwtion of the paragraphi, not hy a monopoly 

e It such is made--.exaotM for them by the newspaper oonoemed. 
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Firat, it may happen that tlie net result of the expenditure 
made by the various rivals in conflict with each other is (k 
bring about an alliance between them. If this happens, th( 
expenditures induced by a state of monopolistic coij(ipetitioi 
are responsible for the evolution of simple monopoly. * It doe 
not seem possible to determine in a general way the dbrnpara- 
tive effects on output that will be produced by simpli^ mono- 
poly and by monopolistic competition. Consequently no 
general statement can be made as to whether the curve 
representing the social net products of successive increments 
of investment will indicate positive values over any part of its 
course. 

Secondly, it may happen that the expenditures on advertise- 
ment made by competing monopolists will simply neutralise 
one another, and leave the industrial position exactly as it 
would have been if neither had expended anything. For, 
clearly, if each of two rivals makes equal efforts to attract the 
favour of the public away from the other, the total result is 
the same as it would have been if neither had made any effort 
at all. This point was set in a very clear light in Mr. Butter- 
worth’s Memorandum to the Board of Trade Railway Conference 
in 1908. He pointed out that, under competitive arrangements, 
the ofticers of rival companies spend a great part of their time 
and energy in “ scheming how to secure traffic for their own ; 
line, instead of in devising how best to combine economy with 
efficiency of working. At present much of the time 
energy of the more highly-paid officials of a railway compan] 
is taken up with work in which tfle trading community 
no interest, and which is only rendered necessary in the 
interest of the sliareholders whom they serve by the keen 
competition which exists between companies.” * In these 
circumstances the curve representing the social net products 
of successive increments of investment will indicate negative 
values throughout. 

Thirdly, it may happen that the expenditures lead Bimp^/ 
to the substitution in a market of goods made by oii6 fir® 
the same quantity of equivalent goods made by another 
If we suppose production, both under A’s auspices and under 

\ [Od. 4S77J, p. S7. 
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to obey the law of eonstant supply price, and to involve equal 
cost per unit, it is clearly a matter of indifference to the 
community as a whole from which of these two producers the 
public buys. In other words, all units of resources expended 
by either producer in building up goodwill as against the 
other have a social net product equal to zero. If conditions 
ire such that a diminution in the aggregate cost of production 
of the commodity would be brought about by the transference 
of some of the orders from B to A, some units of resources 
jmployed by A to abstract orders from B would yield a 
oositive social net product, while all units of resources 
imployed by B to abstract orders from A would yield a 
legative social net product. If we suppose the more efficient 
md the less efficient firms to expend resources in these 
lostilities in about equal measure, in such wise that their 
fforts cancel one another and leave thinp much as they 
rould have been had the efforts of both been removed, it is 
bvions that the social net product of any compound unit of 
hese efforts taken as a whole is, again, zero. There is, however, 
3me slight ground for believing that firms of low productive 
fficiency tend to indulge in advertisement to a greater extent 
ban their productively more efficient rivals. For, clearly, 
ley have greater inducements to expenditure on devices, such 
3 special packages, designed to obviate comparison of the bulk 
commodity offered by them and by other producers at a 
price. This consideration suggests tW the curve 
ipresenting the social net products of successive increments of 
ivestment is likely to indicate negative values throughout 
The discussion of the preceding paragraphs makes it plain 
‘at, speaking generally, the social net product of any r*** in- 
ement of resources invested in competitive advertisement is 
‘ceediugly unlikely to be as large as the private net product 
® consequent waste might be diminished by special under- 
among competitors not to advertise, such as hold good 
barristers, doctors and members of the London Stock 
ange. Failing this, the evil might he attacked by the 
through the taxation, or prohibition, of competitive 
j^®’^;sement8-~if these could be distinguished from 
iseineuts which axe not strictly oompetitive. It could. 
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be removed altogether if conditions of monopolistic competitioj 
were destroyed. 

§ 15. We now turn to conditions of bilateral monopoly 
that is to say, conditions under which the relations j betweei 
individual buyers and sellers are not rigidly fix^ by { 
surrounding market. The presence of bilateral monopoly ii 
this sense implies an element of theoretical indetermihateness 
and, therefore, opens up the way for the employment o: 
activities and resources in eiforts to modify the ratio oi 
exchange in favour of one or other of the “monopolists.’ 
The nature of the indeterminateness present is different 
according as the monopolists are, as it were, solidified units, 
such as single individuals and joint-stock companies, or 
representative units, such as Trade Unions or Employers’ 
Federations, whose officials negotiate to establish a rate of 
pay, but whose individual members, when this rate is 
established, are still free at will to continue or to abandon 
business. This distinction is, for some purposes, important 
and ought not to be ignored.* It does not, however, bear 
directly upon our present inquiry. For, whatever the nature 
of the indeterminateness, it is plain that activities and resources 
devoted to manipulating the ratio of exchange may yield a 
positive private net product ; but they cannot — even the earliest 
dose of them cannot — yield a positive social net product, 
and they may in some conditions yield a negative social netj 
product.’ The activities here contemplated consist chiefly- 
for physical force exercised in direct plunder does not opera 
through exchange — in the brain work of " bargaining ” prop 
and in the practice of one or other of two sorts of deceptio 
These latter are, fii-st, deception as to the physical nature 
a thing offered for sale, and, secondly, deception as to 

* With solidified tinite the setUmmi tocw#— the of po*®** 

barguns — lies along the contract curve, and with representative unit* 
portions of the two reciprocal demand (or supply) ourres* For a technic 
discussion of this and connected points of. my paper Bkjuilibritiin 
Bilateral Mono^^ly ” (,£bwomi <5 Jan. 1908| pp. 206 s< 9eq*)\ 


aaavavi^^u. xv u uuL, Qi csourse, oettiea tnat, u a poor man . 

one, there is a positive net product of eoonomio satisfac^on, and, * 
man outbargains a poor one, a oorrespondinir negative net 
satislaotione ^ ^ 
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future yield that it is reasonable to expect from a thing 
offered for sale, when the physical nature of that thing has 
been correctly described. 

§ 16. Of bargaining proper there is little that need be 
said. It is obvious that intelligence and resources devoted to 
this purpose, whether on one side or on the other, and whether 
successful or unsuccessful, yield no net product to the com- 
munity as a whole. According to Professoi; Carver, a con- 
siderable part of the energies of business men is devoted 
to, and a considerable part of their earnings arise out of, 
activities of this kind.^ These activities are wasted. They 
contribute to private, but not to social, net product But 
this conclusion does not exhaust the subject It is often 
pointed out that, where their clients, be they customers or 
workpeople, can be squeezed, employers tend to expend their 
energy in accomplishing this, rather than in improving the 
organisation of their factories. When they act thus, the social 
net product even of the earliest dose of resources devoted 
to bargaining may be, not merely zero, but negative. When- 
ever that happens, no tax that yields a revenue, though it 
may effect an improvement, can provide a complete remedy. 
For that absolute prohibition is required. But absolute 
prohibition of bargaining is hardly feasible except where 
prices and conditions of sale are imposed upon private 
industry by some organ of State authority.* 

§ 17. Deception as to the physical nature of a thii^ 
offered for sale is practised through false weights and measures, 
adulteration and misnaming of goods, and dishonest advertise- 
ffient. Before the days of co-operation “the back streets 
of the manufacturing towns swarmed with small shops, in 
which the worst of everything was sold, with unchecked 
■uoasures and unproved weights." * To a less degree similar 
pmctices still prevaiL There is little temptation to adopt 
them in marketing "production goods," where the buyers 

large industaial concerns, like railway companies, which 


, Anurka* Emmie A$$oeiati(m^ 1909, p. 51. 

The legislation of many States ooneerning private labour exdumges is 
& ^ here. For an aocoont of this lection, ot Beokw and Bernhardt, 

*biicA« Rtgtlimg d$r AiMtmmittelviKt, 

Aves, Co-eipenitive induatryt P- 
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possess elaborately organised testing departments. But, 
in selling “ consumption goods ” — particularly semi-mysterious 
consumption goods like patent medicines — to poor and 
ignorant buyers, and even in selling production goodrf to less 
skilled buyers, such as farmers, there is still some tem|)tation. 
It is always profitable for sellers to “ offer commoditie^(> which 
seem, rather than are, useful, if the difference between seeming 
and reality is likely to escape notice.” ^ Deception as to 
the future yield, which it is reasonable to expect from a thing 
offered for sale, is practised, in the main, by unscrupulous 
financiers selling stocks and shares. Among the methods 
employed are the manipulation of dividend payments, 
“ matched orders,” the deliberate publication of false 
information,® and — a practice less clearly over the border 
line of fairness — the deliberate withholding of relevant 
information.® It is evident that, up to a point, activities 
devoted to either of these forms of deception bring about a 
positive private net product, but not a positive social net 
product. Furthermore, they often lead to enhanced purchases 
and, therefore, enhanced production of the thing about which 
deception has been practised. Hence they divert to the 

' Sidgwick, Principles of Political Economy^ p, 416. 

* For a lurid account of some of these methods vide Lawson, Frenzied Fimnce, 

passim^ and for an analysis of the protective devices embodied in the celebrated 
Gennan law of 1884, vide Schuster, ** The Promotion of Companies and the Valua* 
tiott of their Assets according to Gennan Law," Economic JounuU^ 1900, p. 1 
et seq. It should be observed that the device of “matched orders” may 
be made difficult by a rule forbidding oflers and bids for large amomite 
of stock on the terms “all or none." For, when such a rule exists, there is 
more chance that a seller or buyer operatiiig'-^a matched order may be forced 
unwillingly to make a deal witli some one other than his confidant (Cf. Brace, 
Th£ Value of Orgamsed SpecuUUum.^ p. 241.) , . 

* It is interesting to observe that, whereas the law often, and public opinion 
generally, condemns a seller who withholds relevant information, a buyer vho 
acts in this way is generally commended for his “ good bargain/^ Thus to pic' 
up a piece of valuable oak furniture in an out-of-the-way cottage for much less 
than it is worth is thought by some to be creditaVde ; and nobody maintains t la 
the Rothschild, who founded the fortunes of his house by buying governjncn 
stock on the strength of his early knowledge of the battle of Waterloo, 
bound in honour to make that information public before acting on it. ^ ^ 
reason for this distinction ])robably is that the possessor of sn 
presumed to have full opportunity of knowing ita real value, and, if ^ 
to do this, becomes, for hio carelessness, legitimate prey* A 
company who bought up shares in that company on tlie strength of iw 
gamed m the Board room, and so not available to the tharenolders g®® 
would be universally condemned* 
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production of this thing resources that would otherwise have 
been devoted to investments yielding the normal marginal 
return. Therefore, when this indirect consequence is taken 
into account, the social net product even of the earliest dose 
of resources devoted to deception, is, in general, not zero but 
negative. If the thing in question is something the pro- 
duction of which involves no expenditure of resources, like 
the fictitious situations created by fraudulent registry offices, 
the social net product does not, indeed, sink below zero, 
for extra production of these imaginary entities involves 
no withdrawal of resources from elsewhere. As a rule, 
however, the social net product of any dose of resources 
invested in a deceptive activity is negative. Consequently, 
as with bargaining, no tax that yields a revenue, though it 
may effect an improvement, can provide a complete remedy, 
and absolute prohibition of the activity is required. 
Attempts to establish such prohibition have been made, on 
the one side, in various laws concerning false weights and 
measures and the adulteration of foods, and, on the other 
side, in various laws — laws, which to be effective, must be 
enforceable at the instance, not of the damaged party, but 
of public inspectors or commissioners^ — designed to control 
and regulate the practice of company promotion. In 
other fields the evil can be met in a more direct way by 
the establishment of Purchasers’ Associations, in which the 
interests of the sellers and the buyers are unified.* 

I Cf. y«a Hise, Cmeenfrotim and Cmtrdl, pp. 76-S. 

*Of.j»ort Part n. Oh. XIX. 
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MARGINAL PEIVATB AND SOCIAL NET PRODUCTS IN RELATION 
TO INDUSTRIAL FORMS 

§ 1. In the preceding chapter we were engaged in a study o 
the differences between the marginal social net product am 
the marginal private net product of resources devoted to varioui 
occupations or industries. It is now necessary to conduct ai 
analogous inquiry about resources devoted to various forms o 
economic organisation within the several occupations or in 
dustries. Marshall long ago observed: "As a general rul( 
the law of substitution — which is nothing more than a special 
and limited application of the law of the survival of the fittest— 
tends to make one method of industrial organisation supplant 
another when it offers a direct and immediate service at a 
lower price. The indirect and ultimate services, which either 
will render, have, as a general rule, little or no weight in the 
balance.”^ These indirect services constitute the difference 
between the social net product and the private net product of 
a unit of resources invested in any -form of economic organisa- 
tion. Our present task is to distinguish the principal fields 
in which they play an important part. 

§ 2. One very important indirect service is rendered by 
the general economic organisation of a country in so far as, m 
addition to fulfilling its function as an instrument of production, 
it also acts, in greater or less degree, as a training ground o 
business capacities. In order that it may do this effective y> 
the size of business units must be so graded that pe^o®* 
possessed of good native endowments can learn the princip®* 
of enterprise in some small and Bim|de concern, and therea ^ 
^ PtHmiple$ (jf Eocmamite$t p. SS7. 
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can gradually move upwards, as their capacity improves with 
practice, to larger and more difficult posts. The point may 
be put in this way. When the separate steps in the agricultural 
or industrial ladder are large, it is difficult for a man adapted, 
if adequate practice is obtained, for life at one stage, but 
standing by some accident at another stage, to move to his 
proper place. Thus — to take a hypothetical example — if 

agriculture or industry were worked exclusively in large units 
'consisting of one or two large entrepreneurs assisted 3y a 
mber of mere labourers, any capacity for management and 
action that might be born among people in the labouring 
ss would have no oppoi'tunity for use or development, 
iny persons endowed with native capacity would thus be 
upelled to be watchers only and not doers. But, as 
vons has well taught, it is doing, and not watching, that 
ins. “A few specimens probed thoroughly,” he wrote, 
each more than thousands glanced at through a glass case, 
e whole British Museum accordingly will not teach a 
uth as much as he will learn by collecting a few fossils 
a few minerals, in sUu if possible, and taking them home 
examine and read and think about." ^ The point was 
t even more forcibly by Marshall in his address to the 
i-operative Society in 1885: "It is a better training in 
amanship to sail a fishing-boat than to watch a three- 
asted ship, the tops of whose masts alone appear above 
e horizon.” * Thus it would seem that, in the absence of a 


oper ladder, a great deal of the business capacity bom 
(long the working classes must run to waste. If, however, 
dustry or agriculture is organised by way of units of many 
ffereut sizes, a workman possessing mental power beyond 
hat is normal to his class can, without great difficulty, 
®8elf become the entrepreneur of a small establishment, 
i* gradually advance, educating his powers the while, 
'8 er up the ladder that is provided for him. 

8 3. This train of thought suggests that, in a community 
^iiised on the general lines of a modern industrial State, 
relations of worlrers combined tc^ther in small co-partner- 


r MUked$ (fSheitU p. 61. 

* hoc. cA p. 17. 
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ship workshops constitute an industrial form, investmeni 
in which is likely to yield a marginal social net product 
considerably in excess of the marginal private net product 
For such workshops provide the first stage of tihe ladder 
that is needed to lift upwards the great fund of capacity 
for management that is almost certainly lying lat^t among 
the manual labouring classes. They furnish, as it were, a 
first school in which this capacity can be developed, and, in 
so doing, contribute for the service of the community, not 
merely boots and shoes, but well-trained, competent men, 
by whose work the national dividend will afterwards be 
augmented. Much the same thing holds good of the analogous 
workers’ businesses in agriculture. Gardens and small allot- 
ments near their cottages for workmen in regular employment 
elsewhere, large allotments for workmen occasionally taking 
odd jobs elsewhere, and small holdings for those who devote 
themselves entirely to work on these holdings, provide in 
combination a complete ladder from the status of labourer 
to that of independent farmer. This ladder jields a product 
of human capacity over and above its immediate product of 
crops. That element of social net product, however, does 
not accrue to those persons by whom the size of agricultural 
holdings is regulated, and is not included in the marginal | 
private net product of the resources invested in them, 
is enough to establish a prima fade case for the “artificia 
encouragement," by State action or by private philanthropy, 
of Workers* Associations and of various grades of allotments 
and small holdings. Such racouragement is given to 
Workers’ Associations, in England by the support of Betail 
Co-operative Societies, and in France and Italy by the 
grant of special facilities for tendering on GoverDme®t 
work. The movement for developing allotments and sm* 
holdings has also, in this coon^, received government 
help. 

§ 4. The same line of thought, looked at from t-b® 
side, suggests that the marginal social net product of 
devoted to bringing about any widespread “trustification ® 
industry is likely to be smaUer than the marginal private " 
product For large combinationa— ^*this does not appy 
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those Kartels whose members remain separate and in- 
dependent on the productive side — ^by lessening the oppor- 
tunities for training in the entrepreneur function, tend to 
prevent the level of business ability from rising as high as it 
might otherwise do. “The development of a high order of 
undertaking genius in the few seems to depend upon a wide 
range of undertaking experience in the many.” With the 
main part of industry organised into million dollar combines, 
the ladder connecting different stages of managing ability 
would be gravely damaged. Nor would the opportunity for 
obtaining positions as managers of departments in a giant concern 
go far to make up for this ; for, apart from the limited degree 
of independent initiative which the management of a department, 
as compared with the control of a business, necessarily involves, 
departments will not vary in size so widely, or reach so low 
down in the scale, as private businesses may do. In his address 
to the Royal Economic Society in 1908, Marshall called 
attention to the educative possibilities of small businesses, illus- 
1 trating his thesis from the present organisation of the milk trade. 

I He pointed out that, so far as the working of industries by the 
~ ate — and the same thing, of course, applies to the working 
them by large commercial combinations — does away with 
is sort of educative ladder, the mere proof that it was tm- 
ediately more economical than private management would 
3t suffice to show that it was more economical on the whole.' 
bis is the same thing as saying that the marginal social net 
roduct is less than the marginal private net product. The 
factical inference, so far as the present argument goes, is 
lain. Tliough in the special emeigency of the Great War, 
’i>en immediate output was absolutely essential and had to 
won even though the future suffered, the State might 
‘gidly intervene to eTiforee various forms of combination that 
^ould not have come about without it, yet in normal times of 
®ace it should always hesitate before encouraging, and should 


We may notioe that, whan, aa in aaoh a ooantry aa India, tha naitotTOeaa 

iirkAfo * ^ I X . 


idiistrio oauaee prevent tha daveHopmoit of any hu^-aoala 

aaWou.’ + hidnatrial laddar ia eat off, ai^ there ie a difficulty, 

^equatB+« • • disonaaed in the twrt, abmt the provtaion of an 
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perhaps in some instances impede, any threatened exce% ii 
the growth of giant businesses, whether these are publicli 
or privately owned. What has been said above, however 
obviously does not exhaust the considerations relevii&t to thi 
problem. Further discussion of it will be found in Chapter! 
XIV. and XXL \\ 

§ 5. Considerations of the same general character as thc: 
above are relevant to certain developments in the method 
and practice of standardised production.* It has long been 
known that, by specialisation to a limited number of standard 
forms, great economy of cost and increase of output can be 
achieved. This economy, furthermore, is not confined to the 
point at which standardisation is first applied ; for, if one 
industry agrees to standardise its product, the industries which 
make machines and tools for making that product are in turn 
enabled to standardise theirs. The Standards Committee of 
the Engineering Trade of this country has done much work in 
drawing up, for screws, nuts, certain motor parts and various 
other things, standard specifications which have been adopted 
throughout the engineering industry of the country generally. 
The experience of the Great War, in which military equipment 
and munitions had necessarily to be of uniform patterni 
brought out more clearly than before the enormous scope fo 
direct economies which, partly by making possible the em 
ployment of relatively unskilled labour, standardisation o 
product is able, in favourable circumstances, to create. Thf 
urgent need for immediate large output at a minimum oi 
cost even led to standardisation, uiider Government authority 
of such things as ships and boots. The essence of the matter 
is that the standardisation of certain products over the whole of 
an industry, by enabling the firms that make them, and the 
other firms that make tools for making tdiem, to specialise more 
closely than would otherwise be possible, leads immediately t 
an enormously increased output of these products. This 
creased output we may call, if we will, the private net product o 
the method of standardisation. If, however, attention is conces 

J and Trade, Bk. iL, ohapten Ii. «id lit, 

duUngaishing between atandarda forHenJar to aa individual F®"”, 
atandan^ that are general to the greater part of an indnatry, baa mu® 
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trated exclusively upon this, the net advantages of the method 
vfill sometimes be greatly exaggerated. For standardisation 
almost inevitably checks the development of new patterns, 
new processes and new ideas. It is all very well to make 
rules for revising periodically the standard specifications. 
This is not an adequate remedy, because the real danger of 
standardisation is, not so much that it will prevent the adoption 
of new things when their superiority has been recognised, but 
that it will greatly lessen the inducement to manufacturers to 
devise and try new things. For in normal industry the 
profit which a man gets out of an improvement is chiefly won 
in the period when he is ahead of his competitors, before the 
improvement is adopted generally. With a rigid system of 
standardisation nobody would be able to be ahead of anybody 
else or to introduce a new pattern till the whole trade did so. 
The whole line, in short, must advance together; and this 
means that no part of it has any great inducement to advance 
at all. Other things being equal, the marginal social net pro- 
duct of effort devoted towards standardising processes falls 
short of the marginal private net product, in so far as it 
indirectly checks inventions and improvements and so lessens 
productive powers in the future. Obviously the gap thus 
indicated is not equally wide for all commodities. It is 
difficult to believe, for example, that the establishment of 
standard sizes and standard forms for such things as screws 
and nuts is likely to prevent the development of any important 
improvement In these simple things there is little or no 
room for improvement But with complex manufactures the 
position is altogether different Even in the course of the 
dreat War, when large output was of overwhelming importance, 
it would have been madness to standardise the production of 
“^roplanes ; the opening for discovery and for the development of 
'setter types was so wida In many other finished manu- 
factures it is impossible to feel any confidence that the 
final form has already been evolved. There is, therefore, 
always the danger that, by standardisation, we shall augment 
enormously the production of the good at the cost of never 
eftaiiiing to the better. In any action that the State may 
to foster standardisation for the sake of the immediate 
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and direct stimulus which it gives to output this danger 
must be carefully borne in mind. 

§ 6. Yet again, the analysis here developed is applicabJe to 
certain aspects of that method of business organisation that 
has come to be known as “scientific management.” The 
general characteristics of that system are well known. ^Elaborate 
study of the various operations to be performed is undertaken 
by trained experts, who analyse these operations into their 
separate elements, and, on the basis of this analysis, coupled 
with careful observation of the methods actually followed by 
a number of good workmen, construct, by combination, an ideal 
method superior to any yet in vogue. The kind of improve- 
ment to which this process leads is illustrated by the results 
of Mr. Gilbraith’s investigation of the problem of laying bricks. 
He “ studied the best height for the mortar box and brick pile, 
and then designed a scaffold, with a table on it, upon which 
all of the materials are placed, so as to keep the bricks, the 
mortar, the man, and the wall in their proper relative positions. 
These scaffolds are adjusted, as the wall grows in height, for 
all of the bricklayers, by a labourer especially detailed for this 
purpose, and by this means the bricklayer is saved the exertion 
of stooping down to the level of his feet for each brick and 
each trowelful of mortar and then straightening up again. 
Think of the waste of effort that has gone on through all these 
years, with each bricklayer lowering his body, weighing, say, 


160 pounds, down two feet and raising it up again every time 
a brick (weighing about 5 pounds) is laid in the wall I And 
this each bricklayer did about one thousand times a day.” 


This device is, however, merely one example of what scientific 
management endeavours to achieve in general The central 
conception involved in it is that of handing over the task of 
planning methods to trained experts, and then explaining to 
the workmen in elaborate detail what it is they have to do, 
including even the pauses and rest periods that they should 
take between successive operations and movements. 
work of every workman is fully planned out by the manage- 
ment at least one day in advance, and each man receives 
most cases complete written instructions, describing m det® 


‘ Taylw, Tkt PrviuipU$ of SeittOifie Mtmttgmmi, p. 78. 
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the task which he is to accomplish, as well as the means to 
be used in doing the work. And the work planned in advance 
in this way constitutes a task which is to be solved, as explained 
above, not by the workman alone, but in almost all cases by 
the joint effort of the workman and the management. This 
task specifies, not only what is to be done, but how it is to be 
done and the exact time allowed for doing it.” ^ The work of 
teaching the workmen how to do it, and of seeing that they 
properly understand and carry out their instructions, is en- 
trusted to a new class of officials known as “ functional fore- 
men,” These officials, working in conjunction with the 
accounting officer, can ascertain at once how far the costs of 
any particular workman’s output exceed the proper costs laid 
down beforehand, and can then concentrate attention and 
instruction at any point where there is jtrim.a facie, reason to 
hope for improvement® Now it is perfectly plain that this 
type of industrial organisation is likely to yield lai^e immediate 
economies, and that the careful teaching involved in it must 
up to a point yield much permanent good. It is a paradox that, 
“though in the athletic world instructors exist to teach boxers 
how to balance themselves and use their arms, and cricket 
professionals are constantly at work improving the efficiency of 
batsmen and bowlers, and coaches are a necessity to teach a 
boat’s crew collectively and individually how and when to 
move their bodies and hands, yet in the industrial world the 
value of teaching operatives how to earn their livelihood is 
hardly yet recognised."* Nevertheless, there is real danger 
lest this new-found science should be pushed too far. Carried 
to excessive lengths it may, from a long period point of view, 
•lefeat its own ends. First, it is not proper to assume that 
there is only one best method of doing a thing independent 
ef the psychological and physical qualities of the individual 
'leiug it. There may be several first-class methods, some 
•leore fitted to bring out the best in one man, another more 

j ^ Prineiptn SeUwlifie Mamgemtnt, p. 89. 

Co,. .■ Person, dh. vii Mr, Diokam draws some instniotive 

between these methods and the varioas forms of drill practised 

"MoUiiers. {Budnm Methods md the War, Leotnre 2.) 

»«uth of Htmlldon Worken Committee, /wEsrjm Sopart, p. 77. 
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suited to another man.' Secondly, so far as the operation 
of the individual workman are reduced to a mechanica 
plan, the original source from which the directing authorit 
derived its standard methods — ^namely, a combination o 
the best points in the varied individual methods of differen 
workmen — would be dried up. Overt suggestions fron 
workpeople for improvements in method would also; perhaps 
be rendered less probable. No doubt, this loss could b( 
partly atoned for by the employment of scientific expert! 
specially charged with the task of experimenting in new 
methods. But, after all, these are available under ordinar} 
systems of works’ management and cannot, therefore, bf 
regarded as a peculiar asset of the Taylor system, to be set 
against its peculiar failings. Nor is it only in respect ol 
specific suggestions and devices that injury may be indirectlj 
wrought by this system. There is grave reason to fear lest 
the gmerd initiative and independent activity of workpeople 
may be injured by their complete subordination to the detailed 
control of functional foremen, much as the general initiative 
of soldiers is injured by the grinding of an over-rigid and 
mechanical military system. By the removal of opportunities 
for the exercise of initiative, capacity for initiative may be 
destroyed, and the quality of the labouring force may in this 
way be subtly lowered. In so far as this happens, the 
marginal social net product of resources invested in the 
development and application of scientific management falls 
short of the marginal private net product. Unless the State or 
philanthropy intervenes, there is a danger that this method 
of industrial organisation may be carried further and applied 
more widely than the interest of the national dividend— not 
to speak of the more general interest of society — when viewed 
as a whole, demands. 

* Of. Mien, Mimd and Ifork, p. 19S. 
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1. In Chapter IX § 3 attention was drawn to a type oi 
livergence between private and social net product additional 
0 the two types that were studied in that chapter. This 
ype of divergence arises when a part of the effect of employ- 
Dg a unit of resources in any occupation consists of something, 
vhich, instead of coming in the first instance to the person 
vho invests the unit, comes instead, in the first instance, to 
)tber persons engaged in the occupation. To simplify the 
study of these divergences I shall imagine that there exists 
in archetypal industry, in which the values of the maipnal 
private net product and of the marginal social net product of 
investment are hth equal to one another and also stand at a 
sort of central level representative of industries in general^ 
In any actual industry conducted under conditions of simple 
competition— that is to say, conditions such that each seller 
produces as much as he can at the ruling market price, 
and does not restrict his output in the hope of causing 
that price to rise— investment and output must be carried to 
® point at which the value of the marginal private net product 
of investment there conforms to the central value. It follows 
tiral the value of the maiginal social net product of invest* 
in the industry can only diverge from this central 
'^aliie if and in so far as it diverges from the value 
the marginal private net product. The present 
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chapter is concerned exclusively with conditions of simple 
competition. 

§ 2. Let us place ourselves in imagination in a country 
where the flow of resources coming annually into .being has 
to be distributed regularly among a variety of o6cupalions. 
It is assumed that, when any given quantity of r^ources is 
devoted to a given occupation, the concrete form assumed by 
these resources — their distribution, for example, into many 
or few individual firms and so forth — is the most economical 
form available (from the standpoint of the period of time 
relevant to our problem) for that quantity of new resources; 
and that, when a slightly greater quantity is^devoted to the 
occupation, the concrete form assumed is the most economical 
form available (from the same standpoint) for that quantity. 
When this assumption is made, it is plain that, if one unit is 
added to the resources of any given aori^ that normally flow into 
any one occupation, that unit will yield the same net product 
as each of the other imits in the flow. All the units are inter- 
changeable in this sense. But, none the less, the presence of 
an extra unit may alter the output of the other units, in such 
wise that the addition made to aggregate output is either mor^ 
or less than proportionate to the difference made to the 
quantity of resources invested. In so far as the other 
units belong to the investor of the given unit and the ditference 
made to the output of the other units comes in the first 
instance to him, it enters into the private net product as well 
as into the social net product of the extra unit. But, in so 
far as the other units belong to people other than the investor 
of the given unit, the difference made to the output of 
these units enters into the social net product, but not into 
the private net product of the given unit. The two sorts of 
marginal net product in the particular industry, and hence 
their values, therefore, differ. Since then investment under 
competitive conditions is carried to the point at which the 
value of the marginal private net product of the resources 
placed there is equal to the central value, the value of the 

definition of an inorement of iDvwtmoiit giv«» 
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jocial net product in that industry must diverge from the 
jentral value ; and the national dividend is not maximised.^ 

^ 3. This statement has now to be brought into connec- 
tion with the familiar economic concept of increasing, constant 
lud diminishing returns, or, as some prefer to say, decreasing, 
constant and increasing costs. As a preliminary it will be 
convenient to provide ourselves with an appropriate terminology. 
The expressions cited above, used in the present connection,® 
are designed to describe certain relations between the output 
of a commodity and the expenses, measured in money, that 
are incurred in producing it Diminishing and increasing 
returns mean diminishing and increasing yields of commodity 
per unit of money expenses as the output of the commodity 
increases; increasing and decreasing costs mean Increasing 
and decreasing money expenses per unit of the commodity 
as the output increases. The two sets of terms are thus, 

^ In an industry, for whose product the demand has an elasticity equal to 
unity, the amount of resources devoted to production will obviously be the 
same whether, the social net product of any increment of investment being 
given, this social net product of that increment is equal to or greater than the 
ivate net product. Therefore, when there is an excess of social over private 
it product in respect of the marginal unit of resources invested, the effect of 
le existence of this excess, in conditions of com;[>etition, is that consumers 
itain for nothing exactly this excess : and the effect of there being an excess 
' (the given) social above private net product in respect of the other units of 
ivested resources is that they obtain for nothing the aggregate of all these 
wesses. In industries, however, in which the elasticity of demand is not 
lual to unity, the ezistenoe of an excess of (the given) social above private net 
roduct of various quantities of investment causes the quantity of investment 
lade to be different from what it would otherwise have been. This implies 
hat the effect on the consumers' material estate, due to the existence of an 
xcess of social over private net product in respect of the unit of investment 
diich is marginal when there is such an excess, is not simply the amount of 
hat excess. In like manner the effect on their material estate of the sum of all 
he excesses of the units of resources that are in fact employed is not simply 
he sum of those excesses* It follows, of course, that the effect on their 
atisfaction (as expressed in money) is not measuicd, as it is in the case of 
demand elasticity, by the excess of their aggregate demand price for 
® quantity of product they do secure over their aggregate demand price for 
® quantity that they would have secured had (the given) social net product 
uoughout been equal to private net product. These considerations render 
except when the ekstioity of demand is unitary, to speak of 
excess of marginal social het product over marginal private net product 
conditions of competitton, to what ♦‘accrues" to the con- 
u the ' of there being such an excess. For this reason I have 

ssftir modified the phraseology employed in the corresponding 

' the third edition* 
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80 to speak, reciprocals of one another. Both alike, however 
are open to an objection. It is not clear, on the face o) 
things, whether the returns per unit of money expenses, or 
expenses per unit of returns, to which they refer, are average 
or marginal returns or expenses; and, when diminishing 
returns (or increasing costs) hold for some amount!^ of output 
and increasing returns (or decreasing costs) for othet amounts, 
there must, it would seem, be certain amounts in respect of 
which marginal returns are increasing (or marginal expenses 
decreasing) while average returns are decreasing (or average 
expenses increasing), and vice versa. It is, therefore, best, as 
I think, to surrender both the above forms of expression, 
and to distinguish industries according as they conform to 
conditions of increasing, constant or decreasing supply price. 
It will be shown in Appendix III. that, in competitive 
industries, the supply price of any quantity of output is 
equal both to the marginal expenses and to the average 
expenses of what I call the equilibrium firm engaged in the 
industry; and that it is a concept free from ambiguity, 
That discussion need not be repeated here. For the reader 
not interested in refinements of analysis it is sufficient to 
say that my laws of increasing, constant and decreasing 
supply price correspond, for practical purposes, to what are 
ordinarily known as the laws of diminishing, constant and in- 
creasing returns, or increasing, constant and decreasing costa' 
It is, of course, with long-period or " normal,” not with any 
form of short-period supply price, that we here have to do. 

§ 4. The relations which these laws express between 
variations in supply price and viariations in output are not 
necessarily the relations which do subsist between these 
things in history, but the relations which would subsist 
subject to the condition other things being equal. In 
life, with the general advance of knowledge, new methods o 

• Protessor Oannan has objected to the use of the term “ law ” in 
with diminishing a.nd increasing returns aa defined above, on the ’ 

whereas in some industries diminishing, and in others increasing, . 
prevail, a scientific law is a statement that holds true in all, and 
wme, circumstances (ITeaftA, p. 70). It might he answered that m 
is orfy true of the most general laws of physios. Biologists, for ® 
regtdtfly speak of Mendel's law of iuheritaaoe, without soy bupbmh 
all mhentance obeys this law. But in any ermt tibo 
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production are being continually introduced and new technical 
appliances invented. Soma of these changes are due to 
factors which would operate even though ike scale of oulpiU 
f the indvMry revmnai constant. Others are the result of 
l;tie changes in the scale of output, being called out in 
response to changes in demand. Of course, in practice, it 
may often be impossible to say whether a particular invention 
in, say, the process of steel manufacture is or is not due 
to changes in the scale of output. Logically, however, the 
distinction is quite clear. For the present purpose changes 
not due to changes in the scale of output are definitely ruled 
out off consideration. Therefore an industry may display 
continually falling supply price through a long series of 
years, and yet may not be operating under conditions of 
decreasing supply price ? as understood here. In like manner, 
when, for example, the coal seams of a country are being 
gradually worked out, an industry may display continually 
ri s in g supply and yet may not be operating under conditions 
of increasing supply price.* An industry is said to conform 
to increasing, constant or decreasing supply price, when, apart 
from changes in technique or other inventions not due to 
changes in the scale of output, increase of output would be 
associated, as the case may be, with bcreasing, constant or 
decreasing supply prices. 

§ 5. Attention must next be called to a distinction, which, 
for the present purpose, is fundamental. When we speak 
without qualification of laws of increasing, constant or 
decreasmg supply price, we have in view the relation between 
variations in the output of a commodity and variations in the 
supply price per unit from the standpoint Of the industry 
producing the commodity. These variations are not always 
or necessarily the same as the variations in the supply price 
por unit of the commodity the standpoint of the community. 
Consider an industry which purchases from others factors of 
production only. When, with a given measure of increase 

®®oro«trioally the ooatinnwtt Wl in CMt» would be rejnetented by » 
wenng of the whole npply oum. 

of m ™ «t«mt to which toe Mams are worked oot at any time h, 

dirt*’ output ftet ruled in the peat j hat tiiit leave* 
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in the output of anything, the money expenses per unit of 
output incurred by the equilibrium firm increase, because 
for each unit of output it has to buy, at the same price as 
before, greater quantities of one or another factor, the two sorts 
of variation are identical. But, when the expensed per unit 
increase because it has to pay for the factors of production 
which it employs a higher money price, the extra ^yment 
that it makes is offset by an equal and opposite extra payment 
which the owners of the several factors of production receive. 
From the point of view of the community as a whole no extra 
expense per unit of output is incurred. In like manner, when 
the expenses per unit to the equilibrium firm in an industry 
decrease because it pays for the factors it employs a lower 
money price, from the point of view of the community as a 
whole there is no saving of expenses per unit of output. 
This matter is examined in more detail in Appendix III, 
We say, then, that an industry conforms to the law of 
increasing, constant or decreasing supply price simplidter, 
when it so conforms from the standpoint of the industry 
under review, i.e. when the variations in supply price, cal- 
culated without any allowance for the transfer elements 
dbtinguished above, that are associated with increases of out- 
put, are positive, nil or negative respectively. We say that 
it conforms to the law of increasing, constant or decreasing 
supply price from the standpoint of the community, when 
these variations, corrected so as to eliminate transfer elements, 
are positive, nil or negative,^ 

* This conception, though mathematically simple, needs to be handW 
carefully when translated into ordinary language. An industry conforms to 
conditions of decreising, constant or increasing supply price Hmplicikr accord* 
ing as the rate of increase, from the standpoint of the industry, of the supiily 
price (associated with increasing output) is negative, nil or positive: it 
conforms to conditions of decreasing, constant or increasing supply pric® 
the stand [ioiut of the community according as the rate of increase from the 
stand {)oint of the community is negative, nil or positive. The rate of increase 
from the standpoint of the industry of the supply prioe is a differential » tlie 
integral of which is the supply price. The rate of increase from the 8taiidpoii»t 
of the community of the 8U[)j>ly price is also a differential, but the iDtegral 
which corresponds to it has no real significance. The raU ^ ^ 

BUii(uip<Hnt of ih^ coTnmuniiy in the supply price does mean , 

cham/ge in the supply price frcm the standpoint qf the cmmvmUy* There 
no separate supply price from the standpoint of the community : there w omy 
one supply price from all standpoints. 
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^ 6. Conditions of decreasing supply price frm the stand- 
point of the community are clearly possible in a material as well 
as in a formal sense. For, when the scale of an industry increases, 
tliis change often leads to changes in the internal structure 
and Methods of working of the firms engaged in it, or in the 
proportions in which the several factors of production are 
employed, of a kind which would lower the cost of production 
per unit, even though the prices per unit of all the factors of 
production employed were unaltered. Thus many writers 
have called attention to the fact that, when an industry is on 
a small scale, the firms belonging to it all engage in producing 
number of different types or varieties of their commodity, 
hey are, more or less, firms of all work. There is not a 
ifBciently wide or assured market to allow of close specialisa- 
ion. As, however, the general demand grows, it becomes 
lore and more worth while for firms to specialise on particular 
ypes. Thus Sir Sydney Chapman has observed that the 
datively large scale of the cotton industry in England is 
ssociated, not only with specialisation between the processes 
if spiuuing and weaving, but with further specialisation 
letween firms spinning fine counts and those spinning coarse 
Milts. In contrast to this : “ The range of work undertaken 
oy the typical factory in Germany is far greater than that 
andertaken by the typical factory in England. Hence 
naturally the skill of the operatives is less in Germany ; more 
time is wasted and factory organisation is less perfect." ' The 
increased specialisation of its component firms made possible 
by an enlargement in an industry as a whole often involves 
^ large reduction in costs. This reduction might, so far as 
pure theory goes, be accompanied by no change, or even by 
^ decrease, in the size of the typical firm. In practice it is 
likely to be accompanied by some increase in this size. Thus 
klarshall writes : “ An increase in the a^’egate volume of the 
Pfoduction of anything will generally increase the size, and, 
Iberefore, the internal eowwmies possessed by (such) a repre- 
sentative firm.”* This, however, is a secondary considers- 
‘ The essential point is that an increase in the scale to 

* Work and Wagee, roL !. p. KS. 

* |k. 



220 


ECONOMICS OF WELFAItE 


JT. 

which an industry is producing frequently alters — in gener 
diminishes — the average (and marginal) costs of the equilibrim 
firm contained in it, whether or not it also alters its sizi 
There is, then, no difficulty in seeing that the law pf decreasin 
supply price from the standpoint of the community is nc 
merely formally possible, but is likely to be follow^ in practic 
by many manufacturing industries. \ 

§ 7. Conditions of increasing supply price /ront the stand 
point of the community are, however, in different case. W. 
consider, as before, an iudustry which purchases for its owi 
use factors of production, but no other ingredients. At thi 
worst the equilibrium firm is in a position to maintain it; 
original scale of output ; and it will, in fact, do this unless 8om« 
other scale now makes possible a lower cost per unit of output 
Hence, in order that the law of increasing supply price from the 
standpoint of the community may prevail, conditions must be 
such that a mere increase in the output of the industry as a 
whole would cause the average expenses of the equilibrium firm 
— which are equal, as is shown in Appendix III., to the supply 
price of the industry — to increase, even though that firm con- 
tinued to produce exactly the same output as before and paid 
exactly the same prices for the factors of production employed by 
it. It possible, no doubt, that diseconomies of this character- 
injuries to the efficiency of old firms brought about by the 
mere existence of new ones — may occur. But their occurrence 
is, on the face of things, highly improbable; and that they 
should occur in sufficient measure to outweigh the factors, 
described in the preceding section, that make for decreasing 
supply price is more improbable, still. In general, therefore, 
we may conclude that an industry, whose purchases embrace 
only factors of production, cannot conform to the law 
increasing supply price from the standpoint of the communityi 
i.e. when variations in supply price are expressed in such a 
way that transfer elements are eliminated. 

§ 8. When an industry, besides purchasing ultimate factor* 
of production, purchases also materials, machinery and so on, 
the matter is less simple. The price variations in these thioS®' 
if such occur, do not now necessarily represent only transfer 
expenditure. They do not do so, for exampli^ when an incre*®® 
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I the size of the cotton industry enables textile machinery 
be produced with more help from specialisation and 
jandardisation, and, therefore, more cheaply. The fall in 
rice of textile machinery brought about in this way when 
ae cotton industry expands is relevant to the law of supply 
rice in that industry, not merely from the standpoint of the 
idnstry, but also from that of the community. Since, 
owever, what is sold to one industry, other than factors 
f production, must be the product of another industry, it 
dHows from the discussion of the preceding section that an 
acrease in the output (and, therefore, in the demand for 
aaterials and machinery) in a given industry cannot involve an 
acrease in the price of the things it buys, except by causing 
increase in the price of the factors of production that make 
hem. Therefore, in this complex case, no less than in the 
impler one, conditions of increasing supply price from the 
idpoint of the community are excluded From the cosmo* 
tan point of view they are excluded absolutely. From the 
it of view of a particular country purchasing materials 
n abroad they may, however, be present. For, though, if 
price of imported materials rises as a consequence of an 
rease in the scale of the given industry, this can only be 
ause a transfer is made to the owners of the factors that 
p to make them, these owners belong to other countries, 
I, therefore, so far as the one country is concerned, the 
nsfer does not cancel itself 

§ 9. We may now return to the argument of § 2. In 
* argument, it will have been noticed, no reference was 
lie to the prices of the several factors of production that 
at work. Quantities of resources in a physical sense were 
ated directly to quantities of output, so what was said was 
“plete. Kow, provided that (small) variations in output in 
?ven industry do not involve variations in the prices of any 
of production, variations in the quantities of the sever^ 
'tors employed may, with propriety, be measured by tiie 
I'^tions in the amount of money which is expended by the 
^“atry in purchasing them for its use. In these conditions 
^argument of § 2 can bo translated into an inverse form 
The marginal private net product of the equilibrium 
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firm is equal to the average net product of the equilibriut 
firm per unit cost ; and is thus the reciprocal of the suppi 
price of the product. The maiginal social net product, oi 
the other hand, is the reciprocal of the marginal supply pric 
of the product to the industry, i.e. of the differ^ce made t 
the total money expenses of the industry by acting a smal 
increment of output. Hence to say that the maiginal privat 
net product of investment in any industry is greiiiter (or less 
than the marginal social net product is the same thing a 
to say that the supply price is less (or greater) than thi 
marginal supply price to the industry. This fact, taken ii 
conjunction with the argument of Appendix III. §§ 16-11 
implies that in a many-firm industry the value of thf 
marginal private net product of any quantity of investment if 
greater than, equal to or less than the value of the marginal 
social net product, according as the industry conforms to 
conditions of increasing, constant or decreasing supply price 
from the standpoint of the industry — which in the conditions 
supposed is the same as the standpoint of the communitj. 
When, in a competitive industry, variations in output involve 
variations in the price of some of the factors of production 
employed, so that the rates of change in supply price, regarded 
from the two standpoints, differ, an extension of the above 
argument shows that the value of the marginal private net 
product of investment is greater than, equal to or less than 
the value of the marginal social net product according as the 
industry conforms to conditions of increasing, constant or 
decreasing supply price from the standpoint, not of the in-i 
dustry, but of the community.^ - 

§ 10. It remains to inquire in this last case what, if 
light can be thrown on the relation between the values ol 
the marginal social and marginal private net products, if 
know of an industry merely that it conforms to one or other of 
the laws of increasing, constant or decreasing supply pri'* 
simfliciter (i.e. from the standpoint of the industry). The cob- 
elusions that flow from the preceding analysis are then ^ 
follows : First, it is on the face of things very improbable t 
an increase in the output of any commodity will cause a M ; 

* Of. Appendix III. 1 17. 
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he aggregate money price that would have to be expended to 
ecure the same quantities of all the factors collectively as were 
mployed before the increase.' Therefore, when conditions of 
[ecreasing supply price simpliciter rule, conditions of decreasing 
apply from the standpoint of the community must, in 
tneral, also rule, and, therefore, under competitive conditions, 
he marginal private net product of investment in the industry 
?ill, in general, fall short of the mai^inal social net product. 
tVhen, however, conditions of increasing supply price sim- 
iiciter rule, it need not happen that conditions of increasing 
lupply price from the standpoint of the community also rule : 
iideed, except in the special circumstances described in § 8, 
jhis cannot happen. Therefore the law of increasing supply 
price simpliciter does not imply that, under competitive 
jonditions, the marginal private net product of investment in 
the industry exceeds the marginal social net product; on 
the contrary it may fall short of it. Hence, while, with rare 
exceptions, simple competition always causes too little invest- 
aent to be made in industries of decreasing supply price 
{dmplicitsr), it does not always, or even generally, cause too 
nuch to be made in industries of increasing supply price 
mplidter). On the contrary, in a number of those industries 
t may cause too little investment to be made. British 
griculture, for example, though obviously conforming to 
onditions of increasing supply price (simpliciter), may well 
an industry of decreasing supply price from the standpoint 
the community, and as such, in danger of suffering from 
^ shortage of investment. 

§ 11. If the amount of investment in any industry was 
fried exactly to the point at which the value of the marginal 
|ocial net product there is equal to the central value of 

It is not, it should be underatood, impossible that this should happen, 
j if an industry employed only a small proportion of the total 

PP lea of two factors of production and nearly the whole supidy of a third, 
fhich the scale of output caused new methods to bo introduced 

iuited absolute decrease in the amount of this third factor that was 

Ijm ’ *"® prices of the first two faoton would be praoticslly unchanged, 

1)1 would fall substantially. As a result a tmits of the 
tui b r ° ^ I^^drd might cost less money 

^l®^aly, however, such a combination of oireomatanoes is not 

“y to occur. 
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marginal social net products, the national dividend, so far a 
that industry is concerned, would be maximised. Disregardin 
the possibility of multiple maximum positions, I propose, fo 
convenience, to call the investment that would then be mad 
in the industry the ideal investment and the output that wouli 
be obtained the ideal output. Under oonditid|is of simpl 
competition, if in any industry the value of the marginal soda 
net product of investment is greater than the value of thi 
marginal private net product, this implies that the outpm 
obtained is less than the ideal output : if the value of thi 
marginal social net product is less than the value of thi 
marginal private net product, this implies that the outpui 
obtained is greater than the ideal output. It follows that, undei 
conditions of simple competition, for every industry in which the 
value of the marginal social net product is greater than that ol 
the marginal private net product, there will be certain rates of 
bounty, the granting of which by the State would modify 
output in such a way as to make the value of the marginal 
social net product there more nearly equal to the value of the 
marginal social net product of resources in general, thus- 
provided that the funds for the bounty can be raised by a mere 
transfer that does not inflict any indirect injury on production- 
increasing the size of the national dividend and the sum of, 
economic welfare ; and there will be one rate of bounty, the 
granting of which would have the optimum effect in this 
respect. In like manner, for every industry in which the 
value of the marginal social net product is less than thatrf 
the marginal private net product, there will be certain rat® 
of tax, the imposition of which by the State would increa* 
the size of the national dividend and increase economit 
welfare ; and one rate of tax, which would have the 
effect in this respect. These conclusions, taken in conjunction 
with what has been said in the preceding paragraphs, w®*!* 
a presumption in favour of State bounties to industries w 
which conditions of decreasing supply price *** 

operating, and of State taxes upon industries in 
ditions of increasing supply price from the standpoint of ^ 
community are operating. They do of course, cre8te_ 
presumption in favour of fiscal interference with in<^“® 
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lelected at haphazard or operated through rates of bounty or 
iax 80 selected. It is true that particular drugs consumed in 
jarticular quantities at particular times may cure diseases; 
)ut it is no less true that the consumption of drugs in general 
n a miscellaneous manner is highly injtirious to health. 

§ 12. Moreover, it may be well to make explicit a further 
consideration. When it was urged above that in certain 
industries a wrong amount of resources is being invested 
because the value of the marginal social net product there 
lifters from the value of the mar^ginal private net product, it 
m tacitly assumed that in the main body of industries these 
two values are equal, and, therefore, that there is scope for in- 
creasing the national dividend by shifting resources between 
the particular industry under review and this body of 
industries. If in all industries the values of marginal social 
and marginal private net product differed to exactly the same 
extent, the optimum distribution of resources would always be 
attained, and there would be, on these lines, no case for fiscal 
interfereuce. It would still be possible, however, to defend 
a system of bounties to industries in general, the funds for 
which should be collected by some kind of lump-sum taxation, 
by arguing that the sum total of effort and waiting devoted 
industry could be increased with advantage to economic 
ilfare. Moreover, even when attention is confined to the 
stribution of resources among the several industries, what has 
en said does not imply that the mere prevalence in all 
dustries of some degree of decreasing supply price from the 
iudpoitit of the community would rule out fiscal interference, 
would still be possible — at all events in theory — to increase 
e national dividend by shifting resources from industries in 
bich the law of decreasing supply price acted only weakly 
industries in which it acted strongly. 

§ 13. For completeness — though strictly this matter 
'3 outside our formal limits — attention may be called, 
parenthesis, to a type of reaction analogous to that 
scussed in § 12 of Chapter IX The investment of 
* increment of r^urces in an industry, besides yielding 
product to the purchasers, not reflected in the investor's 
altering costs of production, may yield a further 
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product of a like kind by altering the amount of satisfactioi 
which the purchasers derive from a given quantity of thei 
purchases. This form of indirect product may be eithe 
positive or negative. Among commodities, th^ desire fo 
which is partly a desire to possess what other people possess 
the creation of the 1000*** unit adds to aggregate'^ satisfactioi 
more satisfaction than it carries itself, becausd it make! 
every unit of the commodity more common. Top-hats ari 
examples. Among commodities, the desire for which is partlj 
a desire to possess what other people do not possess, the 
creation of the 1000*“ unit adds to aggregate satisfaction less 
satisfaction than it carries itself, because it makes eveiy nuit 
of the commodity more common. Diamonds are examples.' 
Among industries whose products are desired for their own 
sake, and not as means to any form of distinction, the 
creation of the 1000*“ unit adds to aggregate satisfaction 
exactly as much satisfaction as it carries itself. On the 
basis of this analysis, inferences analogous to those set out in 
§11 are easily obtained. For every industry, the desire for 
whose products is enhanced if they become less common, 
there must be certain rates of tax, the levy of which on the 
industry would increase economic welfare; and for eveiy 
industry, the desire for whose products is enhanced if they 
become more common, there must be certain rates of bounty, 
the imposition of which would produce a like effect. But 
there is reason to believe that the great bulk of ordinary com- 
modities consumed by the mass of the population are desired 
almost entirely for their own sake, and not as a means to 
any form of distinction. The- sphere of usefulness that 
could belong, even under a perfectly wise and perfectly 
virtuous Government, to these fiscal devices is, therefore, 
probably smaller than it might appear to be at first sight. 

§ 14. These results, like the companion results which 

* It should be added that, when oonunonness or rareness is an element o 
the esteem in which a person holds a thing, it is often not general oomnioDn» 
or general rareness alone, but, in many instanoes, both commonness 
set of people and also rareness among another aet. Jut Mr. McDougau , 
ef the followers of fashion : “ Each victim is movad not only by the pw* ’e . ^ 
those whom he imitates but also by the desire to be different from the ms«^ , 
Imve not yet adopted the fashion " {SoeM PayduHogy, p. 886> This asp*) : 
the matter cannot, however, be pnrsned here. 
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ill be established presently in connection with monopoly, 
e results in pure theory. Attempts to develop and expand 
lem are sometimes frowned upon on the ground that they 
innot be applied to practice. For, it is argued, though we 
,ay be able to say that the size of the national dividend 
ad the sum of economic welfare would be increased by 
ranting bounties to industries falling into one category and 
y imposing taxes upon those falling into another category, 
re are not able to say to which of our categories the various 
ctual industries of real life belong. In other words, it is 
laintained that the economic boxes and sub-boxes, labelled 
iicreasing, constant and decreasing supply price (whether 
impliciter or from the standpoint of the community) and so on, 
,re empty boxes and, therefore, useless except as toys. This 
»Dclusion does not, however, appear to be well grounded. 
Jven though we should be for ever unable to fill these 
joxes and sub-boxes, the labour involved in studying them 
irould not be thrown away. By means of it we are enabled 
;0 see, for example, what conditions are implicitly assumed 
when it is stated that the imposition of a tax or the intro- 
luction of monopolistic policy will have such and such con- 
equences. We are thus put in a position to detect and 
cpose sophistical dogmatism. It is better to know exactly 
bat facts are required to make the answering of a question 
Dssible, even though those facts are unattainable, than to 
St in a fog of vague and credulous opinion. But this is 
Qt all. Difficult as it must necessarily be to classify 
idustries into the categories which analysis has distinguished, 
'e need not yet conclude that it is impossible. Statistical 
'chiiique, by itself, in spite of the growing volume and 
“proving quality of the material available, will not enable 
** to accomplish this ; for statistics refer only to the past 
jnt able business men with a detailed realistic knowledge of 
® conditions of their several industries should be able to 
'tovide economists with the raw material for rough probable 
gments. Economists unaided cannot fill their empty boxes 
•ccause they lack the necessary lealistio knowle^; and 
I’^iness men unaided cannot fill them because they do not 
where or what the boxes are. With collaboration, 
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however, it is not unreasonable to hope that some measure c 
success may eventually be achieved. At least the effort i 
worth making. It is premature, in impatience at the presen 
shortage of straw, to scrap our brickmaking machinery. i 
is the better part to advertise abroad the urgent need ft 
straw, and to call for students to produce it.^ ^ 

* Of. a paper by Dr. Olapham on “ Empty Economic Boxes ” ih the E'onomi 
Journal for September 1922, and a reply by the present writer in the Decembei 
issue of the same journal. 



CHAPTEK XU 


STATE REGULATION OF COMPETITIVE PRICES 

§ 1. The preceding discussion seems at first sight to prove 
that, apart from divergences between private and social 
net product, State interference, designed to modify in any 
way the working of free competition, is bound to injure 
the national dividend ; for this competition left to itself will 
continually push resources from points of lower productivity 
(in terms of economic satisfaction as measured in money) to 
points of higher productivity, thus tending always away from 
less favourable, and towards more favourable, arrangements of 
.he community’s resources. We have now to confront this 
;eneral presumption with the extensive policy of price 
egulation which was followed by the British, as by most other 
iovernraents, during the course of the great European War. 
propose first to give a general account of that policy and 
ien to inquire how far, if at all, the experience gained should 
lodify the conclusions reached in preceding chapters. 

§ 2. Broadly put, the position was as follows. The war 
"ised in two ways a great shortage in certain things. On 
® one hand, for munition articles, army clothes and so forth, 
«e was an enormous new Government demand much in 
oes8 of normal supplies. On the other hand, for various 
licles of ordinary civilian use, the contraction of available 
oiage and the withdrawal of labour for the army and 
oiition work caused supplies to fall much below the normal. 
! ®l'ortage brought about in one or other of these ways put 
the power of persons who happened to hold stocks of 
commodities, or to be able to produce them quickly, to 
for them prices very much higher than usual 1/^en 
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the shortage was due to increased Government demand, the 
scale of business done by these persons being as large as, or 
larger than, before, the high prices that they were enabled 
to charge necessarily yielded them abnormally large profits, 
When it was due to contraction of supply | through the 
withdrawal of labour or other obstacles to output), the gain 
from high prices migM be cancelled by loss due' to lessened 
sales ; so that abnormally large profits were not obtained, 
For a great number of things, however, the conditions of 
demand are such that a shortage of, say, 10 per cent in the 
supply causes the price offered by purchasers to rise by much 
more than 10 per cent. For the sellers of articles of this 
class the shortage, even when it was due to a supply contrac- 
tion, often meant abnormal profits. Of course, some of thes- ' 
abnormal profits were more apparent than real, for, if price 
all round are doubled, a doubling of money profits will onl; 
enable a man to get the same amount of things as before 
Very often, however, the money profits were enhanced vei] 
much more than in proportion to the rise in general prices 
Wherever this happened, certain specially favoured person! 
were benefiting greatly as a direct consequence of the war, 
This state of things naturally caused resentment, and suggested 
State interference. 


§ 3. This interference might follow either of two principal 
lines. On the one hand, fortunately situated sellers might be 
allowed to charge such prices as the market would bear, thus 


collecting abnormal profits in the first instance; but, theifr 
after, be deprived of the bulk of these for the benefit of the 
Exchequer by a high excess prafits tax. On the other hand, 
the prices they were allowed to charge might be limited bj 
authority to rates at which it was estimated that abnorin^ 
profits would not accrue to them. Apart from points o 


technique and administration, the choice between these i 
plans makes no difference to the fortunately situated sella'' 


But it does make a difference to the people who happo“ 
need the particular goods or services that he sells. 
whereas under the maximum price plan they are left 
touched, under the excess profits plan a special levy »» 
effect, placed upon them for the benefit of the general taxps^ 
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t follows that, where the taxpayers themselves, through the 
jovemment, are the principal buyers, or where the public are 
(uyers more or less in the proportion in which they are tax- 
rtiyers, it does not greatly matter which of the two plans is 
ihosen. But where, as with all the staple articles of food, poor 
)eople play a much larger part, compared with rich people, 
is buyers of an article wWh is short than they play as tax- 
)ayer8, it does greatly matter. For, if the State were to 
idopt the excess profits plan in preference to the maximum 
)rice8 plan, it would be relieving the well-to-do of a large 
dock of taxation, and throwing it, by a roundabout and semi- 
iccret process, upon the shoulders of the poor. Whatever 
might be thought of the desirability of exacting a larger 
jontribution to the expenses of the war from relatively poor 
persons, it was obvious that a device of that kind would never 
be tolerated. Consequently, over a large part of the field, 
the excess profits plan could not practically be made the main 
engine for preventing fortunately situated sellers from making 
fortunes out of the war. Eesort had of necessity to be had 
to the plan of maximum prices. 

§ 4. In the actual working out of that plan, a great 
number of difficulties emerged, which it will be well to set 
out in order. The first of these was the difficulty of definitioiL 
he same name often covers a great variety of different 
[ualities of article, which it may be extremely hard to 
lisentangle in any formal schedule. When this condition 
Prevails it is impossible to exercise control over prices by 
;enera] rules, and it becomes nwsessary to fall back upon the 
sumbrous device of individual appraisement. Thus, under the 
aw Cocoa Order of March 1918, it was laid down that no raw 
ocoa might be sold except at “ a fair value," this fair value 
determined by a person authorised by the Food Controller 
' *^®termine the grade of the various lots of cocoa. A similar 
pu Was adopted at the end of 1917 for controlling the prices 
' cattle and sheep sold by live weight at market. Obviously, 
‘owever, this plan could not be employed on a large scale, 
to the vast amount of labour that it involves. Conse- 
in general, some modification of it was essential, and 
general classifioatioa of grades had, in spite oi the openings 
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for evasion that this permits, to be, in one way or another 
relied upon. 

A second difficulty, when the problem of definirui grades 
of quality was overcome, resulted from the mere fact that 
grades were often very numerous. The task of ^xing prices 
directly for a great variety of these might well b^ more than 
any authority, at all events in the earlier stJages of its 
operation, was prepared to enter upon. When there were 
only a few grades, it was comparatively easy, with the hel|) 
of advice from experts, to do this; but, when there were 
a great many, it was thought better to rely, not on a schedule 
of maximum prices, but on a general Order determining the 
relations between the prices that might be charged in the 
future and those that had been charged in the past. An 
example of this plan was the Order of the Ministry of 
Munitions, issued in August 1916, by which sellers of 
machine tools were forbidden, except with the sanction of 
the Minister, henceforward to charge prices higher than they 
were charging in July 1916. 

An analogous difficulty had to be faced when a com- 
modity, about the grading of which, perhaps, there was no 
need to trouble, was produced under different conditions in 
a number of different localities, in such wise that a single 
maximum price would not treat different producers fairly. 
Here, too, inability to construct a schedule as varied as the 
circumstances required forced the controlling authority to 
fall back on the plan of fixing, not future prices themselves, 
but the relation between future prices and past prices. Thus, 
in May 1917, an Order was issued that no imported soft 
wood should be sold at prices above those that ruled 
several locality in the week ending 31st January 191'^' 
This Order was subsequently modified as regards import® 
from Scandinavia ; but with that we are not concerned. 

So far it has been tacitly assumed that the maxinm® 
price aimed at for any one commodity of a given grade n 
a single price. For some commodities, however, no one 
unifonii price ruling throughout the year is adapted to t ® 
conditions of their production and sale, and a series of 
is needed. Plainly, a series is more difficult to deter®*®* 
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correctly than a single price. Consequently, here again the 
controlling authority was driven to the method of regulating 
the rdation between future and past prices. Thus, in July 
1917, it was ordered that the wholesale price of milk per 
imperial gallon should not henceforward anywhere exceed 
by more than 6^. the price charged in the corresponding 
month a year before, and that the retail price per imperial 
quart should not exceed this corresponding price by more 
than 2d. The same plan was followed in the Price of Coal 
(Limitation) Act of 1915, which decreed that no colliery 
company should charge a price exceeding by more than 4s. 
(afterwards raised to 6s. 6d.) the price charged on a similar 
sale at a similar date in 1913-14. 

Plainly, all these indirect and roundabout methods of 
control left the way open for evasion and were likely 
to prove difficult to enforce. Consequently, controlling 
authorities, as they got a better grip and better knowledge 
of the conditions of various industries, tried to step forward 
to the more precise method of maximum price schedules. 
More and more this became the predominant plan. The 
rodticers’ and wholesalers’ prices of most of the more 
iiportant articles of food came to be fixed directly by 
chedule, as were also the prices of most of the commodities 
on trolled by the Ministry of Munitions. For most things 
; was found sufficient to set up a single schedule. But 
ometimes different producers’ prices were fixed for different 
•arts of the country. For hay, for example, Scotland was 
iven one price, England another. Sometimes, too, a series 
if schedules were set up to apply to different parts of the 
'ear. For potatoes the Order of February 1917 fixed one 
"ice up till March 31st, and another higher price after that 
'fite; and for peas and beans an Order of May 1917 fixed 
hree prices, diminishing in amount, for sales in June, July 
later months. Similarly for wheat, oats and barley, to 
harvested in the United Kingdom, the Food Controller, 
August 1917, fixed a series of prices rising gradually 
each successive two months from November 1917 on to 
June 1918 , A later Order fixing maximum milk prices 
'"‘nde a similar differentiation between different parts of the 
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year. It is plain that the direct establishment of maximuQ 
prices is, if the appropriate prices can once be worked ou 
satisfactorily, likely to prove much more effective than anj 
roundabout plan. I 

So far we have only taken account of industries sc 
simply organised that the producers sell a finished product 
direct, without any intermediary, to ultimate consumers. 
In most industries, however, there are several stages between 
the original material or service and the finished product in 
consumers’ hands. This fact gives rise to further problems. 
The conditions of demand for any finished product being 
given, when an artificial price is fixed for any material or 
service used in the course of making and selling it, the price 
of the finished product need not be lowered correspondingly, 
but it is in the power of other persons in a line between the 
provider of this material or service and the finished product 
to add on to their charges the equivalent of whatever has 
been knocked off the charges of the regulated sellers. Thus, 
if the price of coal at the pit-mouth were reduced by State 
action, and nothing else were done, the only effect might be 
that dealers in coal could buy more cheaply while retaining 
the old price of sale. Again, if the price of cattle were 
forced down, and nothing else done, retail prices might remain 
unaltered, while butchers and meat dealers gained enormously. 
Yet again, if freight-rates on imported materials were kept 
artificially low by Government action, the various people 
who use these materials in their industries might get the 
whole benefit. Nor is it merely possible that this 
happen. In general it wotUd happen, except in so far as the 
people, on whom a power of exaction was thus conferred, 
deliberately from patriotic motives, or from fear of popular 
resentment, decided to forgo their advantage. In order to ■ 
prevent this, the fixing of maximum prices at the earlier 
stages of production had to be coupled with control over 
the profits which manufacturera or dealers at a later stag® 
may make by adding further charges on to these pri^ 
One way in which this control was exercised was by lifflitiug 
the percentage addition that might be made by any seller w 
the line. In May 1917, for example, it was decreed 



B.xn 


STATE REGULATION OF PRICES 


235 


0 timber from Russia should be sold at an advance of more 
han 10 cent on the purchase price; and in September 
917 a schedule of prices for fish was fixed as between 
ish-curers and wholesale dealers, and other sellers (with 
he exception of retailers) were prohibited from adding more 
han 10 per cent on to the scheduled prices. More usually 
t was not the percentage, but the avmirni, of addition that 
vas limited. Thus, under the Cheese Order of August 
[ 917 , first-hand prices of various sorts of British -made cheese 
vere fixed as from the maker, and it was provided that no 
lealer other than the maker should add on to them more than 
he actual charge for transport pVm, in general, 6 s. per cwt. 
[n October it was provided further that retailers should not 
idd on to the prices actually paid by them more than 2^d. 
per lb. In the same month the prices of the various sorts 
3f leather were regulated on the same general plan. In like 
manner the price of horse and poultry mixture was controlled, 
in November 1917, by an Order forbidding the maker to 
charge a price exceeding the cost to him of his ingredients 
by more than £1 : 1 Os. per ton ; and the amount that other 
sellers might add on was limited to Is. per cwt. on sales 
of 6 cwt. and more, Ss. per cwt. on sales of from 3 to 6 cwt., 
and so on. In meat a variant on this plan was adopted, in 
the first instance, on account of difficulties due to the custom 
among retailers of obtaining different proportions of their 
profit from the sale of different joints. In an Order of 
September 1917 it was laid down that no person shall in 
any fortnight sell meat by retail at such prices as cause the 
aggregate price received by him to exceed actual costs to him 
by more than a prescribed percentage (20 per cent or 2^d. 
per lb., whichever shall be less). In August 1917 a rule on 
similar lines was laid down for retailers of bacon and hams. 

It is evident that plans of this kind for controlling the 
^barges to be made at the later stages of a commodity's 
pi’ogress to the consumer suffer from the same sort of dis- 
advantage that roundabout attempts to control producers’ 
charges suffer from. They are liable to evasion. Con- 
i®®<lttently, the controlling authorities sought, as they became 

1 masters of their work, to evolve some more satisfactory 
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arrangement. One stage in this evolution is illustrated by 
the Butter Prices Order of August 1917. In that Order 
it was laid down that retailers should not add to the price of 
butter sold by them more than 2^d. per lb. abovp the actual 
cost of it to them; but it was provided furthe:| that local 
Food Control Committees might prescribe a scale of maximum 
retail prices in accordance with the general directions of the 
Order (which includes rules about maker’s, importer’s and 
wholesaler’s prices), although conformity with that scale 
should not relieve any retailer from the obligation not to 
add on more than 2^d. per lb. A slightly more advanced 
stage is illustrated by the plan adopted for regulating the 
retail prices of coal. The general principle was laid down 
that retailers should not add on to their own purchase price 
more than Is. per ton over and above the costs of actual 
handling and dealing with the coal (including office expeiists 
apart from the trader’s own salary). But this principle was 
not left, as it were, in the air. It was provided that local 
authorities, after consultation and inquiry, should work it out 
and apply it in the form of a definite list of retail prices 
applicable to their district. Yet a further stage is reached 
when the controlling authority itself fixes lists of maxiinuiu 
prices at more than one point on the way from production 
to consumption. The Potato Order of September 1917 
was of this type. Maximum prices were fixed for grow'crs; 
wholesale dealers were forbidden to sell in any week at prices 
that yielded them more than 78. 6d. a ton beyond their 
total costs on all purchases of potatoes — costs which varied 
with the transport conditions of-different districts ; and an 
elaborate scale of retail prices was fixed, which related the 


permitted price per lb. to the pirice per cwt., including pnc® 
of transport, that the retailer had actually paid for different 
classes of potatoes. The final stage is reached when definite 
schedules are fixed throughout — ^for producer, wholesaler and 
retailer equally — by the controlling authority itself. This was 
the arrangement to which the Ministry of Food steaxUly 
progressed. It was definitely attained in regard to Brilis^ 
onions, most sorts of fish, beef and mutton, fruit for jam a"" 
jam, peas and beans, and hay, oats and wheat straw. 
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through imperfect knowledge, the special circumstances of 
^jarticular districts should have been neglected in the con- 
struction of these scales, a safeguard was sometimes provided 
in the form of a rule empowering local Food Committees, 
with the sanction of the Food Controller, to vary the maxima 
in their district. This provision was introduced into the 
Order of January 1918 fixing maximum prices for rabbits. 
In like manner it was provided in an Order of September 
1917, that, where the Food Controller or a local Food 
Committee was satisfied that, by reason of some exceptional 
circumstance, flour or bread could not be sold by retail at 
the official maximum price “so as to yield a reasonable 
profit,” a licence might be issued, either for the whole or for 
a part of any Committee’s area, permitting higher prices to be 
charged. The Order of January 1918, fixing a schedule 
of maximum prices for most kinds of fish, was made subject, 
as regards retaU prices, to similar local revision, as was also 
the Milk Prices Order of March 1918. A like power of 
varying local retail prices, with the sanction of the Food 
Controller, was accorded to the local Food Committees under 
the Potato Prices Order of September 1917. 

Hitherto attention has been confined to commodities that 
come into the consumer’s hands in much the same form as 
that in which they leave the hands of producers. Further 
complications are introduced when we have to do with raw 
materials that are worked up into elaborately finished articles. 
Here, owing to the various parts which the raw material plays 
in different types and grades of finished goods, it is not generally 
! possible to fix schedules of prices beyond the raw materiaL 
! Consequently, for two important articles, boots and clothes, an 
ingenious roundabout plan was adopted. An attempt was 
®nde to induce or compel manufacturers to devote a consider- 
able part of their plant to making ** standard articles ” to be 
aold at prices calculated on a basis of conversion costs, in the 
b^pe that the competition of these articles in the market 
'^nuld indirectly keep down the price that it was profitable to 
charge for similar articles that were not standardised. In boots, 
’"^nnfacturers ware ordered to devote one-third of that part 
their plant which was engined on civilian work to making 
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“ standard boots.” In clothes, no fixed proportion of plant wu 
forced into making standard goods, but manufacturers wer 
tempted to take up this kind of work by relatively favourabl 
treatment in the matter of the quota of raw woql allowed t 
them. In cotton goods, though the price of ra^ cotton wai 
artificially controlled, no corresponding control on the finishec 
commodity was attempted, the argument being 'that cottoi 
manufacturers were sufficiently burdened by having to providt 
a special levy to pay benefit to workpeople thrown out of wort 
by the reduction in the number of spindles and looms thal 
might be operated. 

§ 5. The foregoing account of the difficulties encountered 
and the expedients employed in the exercise of price control 
suggests a question of some theoretical interest. It is plain 
enough that, in the earlier stages of control, practical considera- 
tions make it necessary to begin at the producer’s, rather than 
the retailer’s, end ; for the local differentiations needed in a 
retail schedule are generally much more serious and require 
much more knowledge to allow of their being fairly made. 
As has been shown, however, as the controlling authority 
became more expert and got a better grip on its industries, 
it tended to make price schedules all along the line from the 
producer to the final seller. Thus, in the end, retail maximum 
prices often were fixed. The point in doubt is whether, when 
this has all been arranged, there is any real need to continue 
the earlier stages of control. Will not maximum retail prices 
be reflected back all along the line, and so automatically stop 
“ profiteering ” at earlier stages ? The view that this will he so 
seems to have guided the work of some of the Ministry of 
Food’s controls. For example, the prices of turnips ami 
swedes were regulated by a rule that nobody might sell them 
for more than l^d. per lb., and the price of chocolates ami 
sweets by a rule that nobody might sell them for more than 
3d. per oz. and 2d. per oz. respectively. In general, however, 
it was thought better to Tnaintatn price schedules at the 
earlier stages, separate from, and adjusted to, the retail maxi®^ 
In a vrorld of pure competition it does not appear that t m 
would really have been necessary. If the retail maxinw*' vvew 
rightly arranged, everybody in line would eutomaticallf 
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irced to ohwge prices that yielded them about the ordinary 
ite of profits. The artificial restriction upon retail price 
ould act in exactly the same way as a fall in the public 
emand for the commodity sufficient to counteract the shortage 
f supply- It is probable, however, that this adjustment 
rould not, in real life, be made without a certain amount of 
iction, and that some of the traders affected might be in a 
osition to exercise quasi-monopolistic pressure against particular 
hopkeepers or others who happened to be mainly dependent 
n them. Consequently, when schedules of max im um prices 
or the earlier stages had already been worked out, to drop 
hem, in the hope that the retailers’ schedules subsequently 
uperimposed would by themselves achieve the whole of the 
inds desired, would probably have been unwise. 

§ 6. We have now to consider the broad analytical problem 
irhieh these expedients of war time suggest. T^at exactly is 
,0 be said of the relation between the kind of price regulation 
hat was then attempted and the size of the national dividend? 
rhe great upheaval of the war had caused the existing distri- 
bution of resources to be uneconomic, in the sense that the 
value of the marginal net product (social and private alike) of 
those employed in making certain specially scarce articles was 
abnormally high. Apart from outside interference abnormal 
values of marginal net products mean abnormal returns to the 
investor ; and these abnormal returns tend to draw resources 
from occupations of relatively low productivity to those occupa- 
tions of greater productivity in which they rule. When prices 
are cut down by law, the value of the marginal net product of 
given quantity of resources in any occupation is, indeed, 
necessarily cut down also, because we have defined this value 
the marginal physical net product multiplied by the realised 
price. Plainly, however, this definition tacitly assumes the 
realised price to be identical with the demand price. When 
t iese two are artificially divorced, our definition must be 
longed. The values of the marginal net products of resources, 
^ ich it is to the inter^t of the national dividend to make 
everywhere, consist in the marginal physical net products 
_^ii tiplied by the demand prices. When this is understood, it 
evident that an artifidal reduction of price, while lowering 
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returns in the industry affected by it, leaves the true value of 
the marginal net product of any quantity of resources invested 
there unchanged. The desirability, from the standpoint of the 
national dividend, of a transference of resources is thus un- 
altered, while the principal influence tending to bting it about 
is weakened. To put the same point in more general terms, 
any external limitation imposed on the price of an article 
produced under competitive conditions (i.e. otherwise than by 
a monopolist) must lessen the inducement that people have to 
make that article. Normally it is just through high prices 
and high profits that a shortage of anything corrects itself. 
The prospect of exceptional gain directs free resources into 
the industry which makes the thing that is short. Cut off this 
prospect, and that increase of supply, which the interest of the 
national dividend demands, will be checked, and checked more 
severely the greater is the cut made from the “ natural ” j)rice. 

§ 7. In the special circumstances of the Great War this 
injurious tendency of price limitation was largely counteracted 
by other influences. For the State itself, in many departments 
of industry, took over the task of allocating resources amon" 
different occupations. It built up munition works, controlled 
shipbuilding, and urged on agricultural production by the 
promise of land, tractora, and labour drawn from the Army. 
Thus, though price regulation might weaken the directive force 
normally exercised by economic motives, the task of directiou 
was taken over by another and more powerful agency. No 
doubt, had prices in any occupation been artificially pushed 
down so low that profits to the “ representative ” firm tell 
actually below the ordinary money level, capital and labour 
would have gone elsewhere in spite of government pressure. 
But, of course, prices were not artificially pushed down to 
this extent in any occupation. On the contrary, complaint ■ 
was often made that they were left high enough to yieiii 
abnormally large profits, not merely to firms that could laii'iy 
be regarded as “ representative,” but even to those very weak 
and inefficient firms which, in the ordinary course, would have 
been making losses and decaying out of business.^ 

* It might have proved practicable to fix prices at a oonaiderably low® 
tf the good and had firms had been formed into a kind of pool, and the odj® 
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^hole, therefore, we may conclude that, as things were, in 
^-iew of the abnormal activity of the State, and, it should be 
idded, of the effectiveness of appeals to patriotism, price control 
in the peculiar circumstances of the war probably caused very 
little damage to the volume of the national dividend. 

§ 8. It would, however, be a great error to infer from 
this that a general permanent policy of control, designed 
to prevent groups of producers from reaping abnormal profit 
on occasions when the conditions of the market give them 
power to do so, would be equally innocuous. People, in 
choosing their investments, take account of these ups and 
downs, and, so far as their judgment is correct, place their 
resources in such a way that, on the average and on the 
whole, the marginal yield works out about equally in different 
occupations. In these circumstances it is obvious that any 
general State policy of cutting down prices in any industry 
Mow the competitive level, on occasions when the conditions 
of demand and supply would enable that industry to obtain 
exceptional profits, must, in effect, penalise it as compared 
with stable industries. For, if, in a hilly district where the 
average level of peaks and valleys is the same as it is on 
a plateau, the tops of the peaks are removed, the average level 
there will, of course, be reduced below that of the plateau. 
The discouraging effect of this differential action cannot be 
made good by any direct manipulation of production by the 
State. For here we have to do, not merely with a tendency 
lor free resources to go elsewhere oi the time when the 
regime of price control is at work, but with a tendency that 
operates continually and checks the general flow of resources 
that would otherwise seek investment in building up the 
permanent equipment of the threatened industry. If, for 
example, this country adopted a general policy of forbidding 
Iwmers to charge high prices when they have power to do 

normal profits for the pool as a whole. Professor Taussig has 
aeti” before an arrangement of tliis kind could be worked, very 

svst ,“''^'®trative difficulties would have to be overcome and an elaborate 
‘?®tailed oostinra set up (^Quarterly Jownud Seonomics, Feb. Itl 9). 
that eff .• ** *®®bnical objection, there is the farther more general objection 
liiiPB nianagement in individual firms would be veiy greatly discouraged, 
would reap very UtUe reward. 
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BO on account of a bad world harvest, this would check invest- 
ment in British agriculture ; because people expect bad world 
harvests from time to time and look to high prices then to set 
against low prices in bumper years. While, therefore, on the 
one hand, our analysis does not imply that the policy of price 
limitation adopted in the abnormal circumstances of the war 
worked injury to the national dividend, on the other hand, 
the experience of the war gives no ground for doubting that 
a general permanent policy of price limitation, Un non- 
monopolised industries, would produce this effect. TBhis con- 
clusion is, of course, subject to the considerations sei out in 
the preceding chapter. It is subject, too, to the quahffication 
that, if maximum prices are fixed so high as to leave all 
ordinary sales unaffected and merely to protect an occasional 
weak purchaser from exploitation by unscrupulous dealers, 
they will not interfere with the way in which resources 
are distributed between different uses, and will not, therefore, 
injure the national dividend. Moreover, if State interference 
to prevent any group of producers from making excessive 
earnings in good times were balanced by interference to 
prevent them from making abnormally low earnings in bad 
times, the net result, though it would necessarily involve a 
redistribution of their production between good times and bad, 
would not necessarily involve a contraction in the aggregate 
amount of their production. 



CHAPTEB XIII 


STATE EBOULATION OF SUPPLIES 

§ 1. It is not only in the matter of prices that the war 
afforded examples of Government interference with com- 
petitive industry. Extensive interference also took place 
with the free distribution of commodities among different 
industries, different firms within the same industry, and 
different ultimate consumers. This ' interference had to be 
undertaken in order to get over difficulties to which the price 
regulations described in the preceding chapter gave rise. For, 
when prices in competitive industries are artificially reduced 
below the level that they tend naturally to assume, the 
ordinary market influences regulating the distribution of 
commodities between different purchasers are thrown out bf 
gear. When there are no price restrictions, at any price 
everybody buys for every purpose as much of a thing as, 
at that price, he wants, and this process exhausts the whole 
supply. But, when, in eomjpetiiwe industries, prices are 
artificially kept down, the sum of the demands of all 
purchasers for all purposes is greater, and may be much 
greater, than the supply. In the United States, where the 
wheat for the whole year comes from the national harvest, 
the result of price limitation unaccompanied by ration- 
iug was that everybody got all he wanted in the 
earlier part of the harvest year and had to fall back on 
substitutes in the later part.^ There was, in short, a bad 
distribution through time. For most commodities, however 
production as well as consumption is continuous. Thus, at 
no time can everybody get all he wants, but there is a 

‘ Of. Supplemsnt to Ameriean Eeonomk Eevisw, Much 1819, p. 244. 

948 
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continuous shortage. Distribution becomes, if nothing is done 
the sport of accident, influence, and ability to stand for a 
long time without fainting in a queue. There is no reason 
to expect that the distribution reached through these agencies 
will be, in any sense, a good distribution. Consequently, 
when, during the course of the war, the policy of controlling 
prices was adopted, it was, in general, found necessary to 
control distribution also, and, with that object, to estaplish some 
criterion for fixing the shares available for different purchasers. 
It was not, indeed, only where prices were reguletted that 
supplies to individuals were controlled. In some instances, 
where there was no price regulation, they were controlled in 
order to prevent private persons from absorbing for their own 
use an undue quantity of things and services urgently needed 
by the Government for war. Here the control limited aggregate 
private consumption and did not merely regulate the distribu- 
tion of an aggregate already limited. The technical problems 
involved are, however, the same whether control of supplies 
is or is not associated with the fixing of maximum prices. 

§ 2. When the commodity dealt with was a material that 
could be employed for several alternative purposes, the obvious 
criterion was relative urgency, from the point of view of 
national war service, of these several purposes. The simplest 
method of applying this criterion was to make rules cutting off 
the supply of material from the least urgent uses either in 
part or altogether, thus leaving more available for more urgent 
uses. Examples of this method were : 

(1) The imposition of Treasury restrictions upon the 
investment of new capital abroad and, in a less degree, iu 
civilian home industries. 

(2) The enunciation of a rule that no building costing 
more than £500, and no building whatever containing 
structural steel, should be put up without a licence. 

(3) The reduction of railway service for all forms of 
civilian, as distinguished from military, use. 

(4) The prohibition of the use of petrol for pleasure. 

(5) The withdrawal of materials, etc., from the less 
important tramways and light railways to Others of greater 
national importance. 
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(6) The regulation of the use of horses in towns and on 
farms and the control of road transport generally. 

(7) The prohibition of the use of paper for newspaper 
contents bills, and, under certain conditions, for traders’ 
circulars, and the abolition of “ Eeturns.” 

(8) The prohibition by the Timber Supplies Department 
against packing various articles in wooden cases and crates. 

(9) The prohibition of the use of electricity for lighting 
shop fronts, and the order restricting the hours during which 
hotel and restaurant dining-rooms might use artificial light or 
theatres might remain open. 

This method is entirely negative; the least urgent uses 
are ruled out, either by a general order, or by making a licence 
— refused to the least urgent uses — a condition of action. 

§ 3. Obviously, devices of this character are of limited 
application. They take no account of the fact that uses 
other than the least urgent are not all of equal urgency. 
Consequently, if the material or labour available is insufficient 
for all the uses that are left when the least urgent uses have 
been cut off, it becomes necessary to arrange for some system 
of priority among those that are left. The simplest way in 
which this was attempted was as follows. The material was 
left in private hands, but a system of Priority Certificates was 
instituted, which only permitted sales to would-be buyers 
with certificates of lower urgency after those with certificates 
of higher urgency had been satisfied. Government work had 
the first grade of certificate, work of special national import- 
ance {e.g. export work deemed valuable for protecting the 
foreign exchanges) the next, and so on in successive stages. 
Iren and steel products were dealt with on this plan, and 
quarry stone and other road material on less elaborate, but 
substantially equivalent, lines. When the proportion of the 
available commodity that is needed for Government war 
'\ork or other especially uigent need is very large, the plan 
of priority certificates by itself is not always safe. The 
Government may get leas tlian it needs. To meet this risk 
If is tempted itself, either by purchase or requisition, to 
become an owner (or hirer) of so much of the commodity as 

of specially urgent need. It may then hand over to firnw 
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engaged on Government work, or other specially urgent work 
the supplies that are required for that work; but, even so 
it will need to distribute the surplus on some system of 
priority to other firms. This plan was followed in a rough 
general way with imported leather and flax and with a 
number of metals. 

§ 4. The application in these different foiias of the 
criterion of comparative urgency among competing uses 
presented very considerable difficulties during the war. 
These difficulties, however, were necessarily much less than 
those which would have to be overcome if a similar criterion 
had to be applied to normal conditions of peace. For the 
comparative urgency of different uses in war time depends 
on the contribution which they severally make to national 
war efficiency. This provides a definite standard to which 
to work. It is obvious that food and munitions and the 
support of the armed forces must take precedence over every- 
thing else ; and, though, as the rivalry between the demands 
of munitions and of ships for steel made plain, it is 
difficult, still it is not impossible, by conferences between 
representatives of the various Ministries, to work out a 
fairly satisfactory scheme of priorities. Tlie reason for this 
is that everything is subordinated to a single relatively simple 
end. Under a r4gime of established peace — apart, of course, 
from possible “ key ” industries, for which the natural method 
of assistance is bounties or a tariff, and not the allocation 
of material — there is no single end of this kind. We have 
no longer to deal with the Government’s wants for war service, 
but with the wants of an immense and varied population 
for necessaries, comforts and luxuries. In war time it is 
clearly more important to bring steel into the country 
than it is to bring paper, and to manufacture army baking 
ovens than private kitchen ranges. But in peace time simple 
propositions of this kind cannot be laid down. Those things 
ought to be made which are most wanted and will 
the greatest sum of satisfaction. But the Government 
cannot possibly decide what these things are; and, even it 
it could decide what they are at one moment, before its 
decision had been put into effect conditions would very 
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probably be changed, and they would have become something 
entirely different. It is not easy to see how this obstacle 
to a permanent policy of rationing materials among the 
several industries of the country could be satisfactorily 
overcome. 

§ 5. To allocate materials to different uses according to 
the comparative national urgency of these uses was not a 
complete solution of the war problem. Within each grade 
of use purchases are sought by a number of rival firms 
anxious to work up the material into the finished product 
Nornially price would have established itself at such a 
level that each firm obtained the quantity of material which, 
at that price, it desired. With restricted prices it is necessary 
to provide an alternative basis for distribution among these 
firms, as well as among the different categories of urgency. 
The basis adopted by the Briti.sh Government was that of 
comparative pre-war purchases. It is illustrated by — 

(a) The regulation of the Cotton Control Board (1918), 
limiting the proportion of machinery that any firm might 
keep at work on American cotton ; 

(5) The condition imposed on importers by the Paper 
(’ontrol, that they should supply their customers (i.e. manu- 
facturers) in the same proportions as in 1916—17. 

In highly organised trades, like the cotton industry, there 
was no technical difficulty in applying regulations on these 
lines. But in many of the metal trades a special organisation 
had to be created for the purpose. It is clear that this basis 
of allocation could not be employed in connection with any 
policy designed to last for more than a short period. For 
an arrangement, which tended to maintain the various firms 
engaged in an industry always in the same relative position 
as they occupied in an arbitrarily chosen year, would 
constitute a quite intolerable obstacle to efficiency and 
progress. 

§ 6. When the prices of finished products as well as of 
their raw materials were limited by regulation, a problem 
exactly analogous to the above had to be faced as regards 
distribution among tiltimate consumers. To organise a 
plausible basis for this is only practicable in connection with 
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commodities in wide, regular and continuous consumption 
The basis aimed at here was, not comparative pre-war 
purchases, but an estimate of comparative current need 
For coal, gas and electricity an objective measure of this 
was sought in the number and size of rooms and the number 
of inhabitants in different people’s houses. For food products 
while some differentiation was attempted by means of su])ple- 
mentary rations to soldiers, sailors, heavy workers, invalids 
and children, in the main the knot was cut by assuming 
the needs of the general body of all the civil population 
to be equal, and rationing all alike. This sort of dis- 
tributional arrangement is fundamentally different from tlie 
other two kinds. The passage from war to peace does not 
destroy or render violently unsuitable the criterion adopted 
for it. Plainly, however, in peace, as indeed in war also, 
its necessarily rough and arbitrary character constitutes 
a very serious objection to it. “The proportion in which 
families of equal means use the different ‘ necessaries of 
life’ are very different. In ordinary times they distribute 
their expenditure among the different necessaries in the manner 
which seems best, some getting more bread, some more meat 
and milk, and so on. By equal rationing all this variet}’ is 
done away with; each household is given the same amount 
per head of each commodity ; allowance for age, sex, occupa- 
tion and other things can only be introduced with difficulty.”^ 
There can be little doubt that British Food Kationing during 
the war, in spite of this disability, led to a much more satis- 
factory result than would have been attained from the 
scramble — a scramble in which rich people would have been 
able to exercise various sorts of pull upon tradesmen — that 
must have resulted had food prices been limited but dis- 
tribution left to take care of itself. In peace time, however, 
when presumably the alternative to rationing would be less 
intolerable, the inconvenience and inequalitie^s attaching to it 
have correspondingly greater weight. 

§ 7. If we are content to regard the various arrangements 
which I have been describing as merely supplementary to 
price restrictions already decided upon, it is plain that, though 
' Cannan, Economic Joumtd, Deo* 1917, p* 468. 
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they may affect the size of the national dividend, as it 
were, at the second remove— if, for example, they grant 
prionty to steel for making machinery rather than motor- 
cars they cannot affect it directly or fundamentally. They 
modify the way in which certain elements in the dividend 
are shared out, but not the quantities of the elements 
contained in it. These are modified by the price regulations 
in the way that was explained in the preceding chapter. They 
are not modified further by any distributional supplements 
to those regulations. Consequently, from the standpoint of 
the present Part, no further analysis is required ; though in 
Part IV., where the distributional relations of rich and poor 
are examined, something more will have to be said about 
the rationing of food. 



CHAPTEB XIV 


THE CONDITIONS OF MONOPOLISATION 

§ 1. We may now return to the main argument. In 
Chapter XI. we supposed self-interest to act along the 
route of simple competition. We showed that in these 
circumstances, apart from divergences of the types discussed 
in Chapter IX., the value of the marginal private net 
product of resources in any industry tends to equality with 
the central value of marginal net products in general, and 
inquired in what circumstances the value of the marginal social 
net product of resources in the given industry would diverge 
from the value of the marginal private net product there. 
We have now to consider other routes along which self- 
interest may act. As has already been observed, an essential 
note of “ simple competition ” is that the supply of each 
seller constitutes so small a part of the aggregate supply 
of the market that he is content to " accept market prices 
without trying, of set purpose, to modify them.” ^ When 
any seller’s output constitutes a substantial part of the 
whole, there is scope for various sorts of monopolistic action; 
and, when any sort of monopolistic action is present, self- 
interest does not tend to evolve an output such that the 
value of the marginal private net product of resources devoted 
to its production is equal to that yielded by resources employed 
elsewhere. In future chapters I shall examine monopolistic 
action in detail. Before that is done, however, convenience 
B'lgg^sts that some study should be made of the conditions 
which determine the appearance of monopolistic power. 

§ 2. First, other things being equal, circumstances, which, 

* Pareto, Gown ^ieonomU poiUijm, L p. 20. 
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when the aggregate scale of an industiy is given, make it 
structurally economical for the typical individual establish- 
ment to be large, j?ro tomto increase the likelihood that a 
single sellcT will market a considerable part of the aggregate 
output of his industry ; for such circumstances neces- 
sarily increase the probability that a single establiahmmi 
will market a considerable part of that output Whether 
any single establishment will, in fact, become big enough, 
relatively to the whole of an industry, to procure an element 
of monopolistic power, depends on the general characteristics 
of the various industries concerned. Such an event is more 
than. usually likely in industries that produce fancy goods 
liable to become “specialities.” For in these industries 
there often exist, within the broad general market, minor 
markets, to a certain extent non-competitive among them- 
selves ; and, when this is so, a single establishment may supply 
a considerable proportion of its own minor market without 
itself being of very great size absolutely. In a few peculiar 
industries, among those concerned with staple goods and 
services, it may also well be that the prospect of internal 
economies will lead to the evolution of single establishments 
large enough to control a predominant part of the whole 
output of the industry. One of the most notable instances 
of this is afforded by the industry of railway trans- 

portation along any assigned route. In view of the great 
engineering cost of preparing a suitable way, it will, obviously, 
be much less expensive to have one or, at most, a few 
railways providing the whole of the transport service between 
any two assigned points than to have this service undertaken 
by a great number of railways, each performing an in- 
significant proportion of the whole service. Similar remarks 

bold good of the industries of furnishing water, gas, electricity, 
or tramway service to a town. The existence of many 

separate establishments involves a large number of main 
pipes, wires and rails. But the whole business of any 
ordinary district can be worked with a very small numb^ 
of these mains. Therefore the existence of many separate 
establishments implies the investment of a great quantity 
of capital in mains that are only employed up to a very 
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small proportion of their capacity. There is an obvious 
economy in avoiding such investment. This economy is the 
idtimate reason for the tendency, which appears strongly 
in the class of industry just discussed, for individual 
establishments to furnish a large proportion of the total 
supply. The truth is partly veiled by the fact that the 
immedicUe reason is, in general, unwillingness, oh the part 
of national and local government authorities, to > allow the 
right of eminent domain to be invoked, or the streets to be 
disturbed, on more occasions, or by more people, than is 
absolutely necessary. It is, however, the extra expense of 
such procedure that lies behind this unwillingness on the 
part of the authorities. In the general body of industries 
concerned with staple goods and services the conditions 
peculiar to railways and their allied industries are not 
reproduced. Internal economies reach their limit at different 
points in different kinds of industry, at one point in the 
cotton industry, at another in the iron and steel industry; 
generally at a less advanced stage where the part played by 
labour relatively to capital is large and at a more advanced 
stage where it is small ; but always long before the individual 
establishment has grown to any appreciable fraction of the 
whole industry of which it is a part' When this happens, 
internal economies evidently cannot be responsible for mono- 
polistic power. 

§ 3, Secondly, other things being equal, circumstances, 
which, when the aggregate scale of an industry and the size of 
the typical individual establishment are given, make it struc- 
turally economical for the typical individual unit of business 
management — a number of establishments, for example, con- 
trolled by one authority — to be lai^e, pro tanto increase the 
likelihood that a single seller will market a considerable part 
of the aggregate output of his industry. This proposition has, 
in recent times, become of predominant importance, and it w, 
therefore, necessary to examine carefully the various structural 

* Cf. Van lliae’s account of the development of various important 
industries in the United States (CimeeTUration and Control, pp- ^2 d 
and Sir Sydney Chapman’s discussion of the normal size of individual 
in the cotton indtistry (Journal of the Soval Statidieal Society, April 
pe 513^« 
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economies, for which large scale control may, in different 
situations, be responsible. 

Much has been made by some writers of the fact that, 
when a number of parallel establishments are grouped under 
a single head, the different plants can be thoroughly specialised 
to particular grades of work; and of the other kindred fact 
that the orders in any place can be met from the plant 
nearest to that place, and that, thus, cross freights are saved. 
That the economies resulting from close specialisation upon 
particular articles or even particular processes may, in some 
circumstances, be very great has been abundantly proved in 
the British engineering industry during the war. But it 
does not appear that a single control over many separate 
establishments is essential in order to secure these economies. 
Even though the different establishments were to remain 
separate, it might be expected, when once their great im- 
portance is realised, that the industrial organism would tend, 
under the sway of ordinary economic motives, to evolve them. 
In the paper industry of the United States, for example, 
each mill confines itself as a rule to the manufacture of some 
one quality of paper ; ^ and in the Lancashire cotton industry, 
not only axe fine spinning, coarse spinning, and weaving 
localised separately, but individual firms frequently specialise 
on a narrow range of counts for spinning.* The same thing is 
true of the economies obtainable from the utilisation of by- 
products. Nor does it appear that those economies in respect 
of marketing, which some writers ascribe to large-scale control, 
are a dominating factor making for combination. For, “if 
a manufacturer is purchasing raw material, there is generally 
a market price for it which all must pay, and which any one 
can obtain it for, so long as he buys the customary minimum 
quantity ; while, if what he requires is a partly manufactured 
article, purchases amounting in value to hundreds of pounds 
per annum, accompanied by prompt payment, can generally 
l>e made at the cWpest possible rate. The sole advanti^e 
enjoyed by the largest concerns in the purchase of raw 
waterials seems to me to lie in the possibility of occasionally 

* Of. Ohapmui, Work and Wag«$, wd. L p. 287. 

* Of. Manihall, JaiMitry and Tradt, p. 601. 
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clearing the market of raw materials or of a surplus output 
of partly manufactured stuff, by some purchase quite out 
of the power of a smaller concern to compass. Such an 
operation, however, partakes of the nature of a speculation 
and the profit, when gained, is hardly to be called a cheapen- 
ing of the cost of production, if only for the reason that 
the opportunity for such a special purchase cannot be relied 
upon to occur very often, and, when it doei occur, is 
perhaps as likely to result in a loss as in a gaih. Nor, 
again, should much importance be attached to those 
advantages of large-scale management which have been 
summarised as "concentration of office work, provision of 
central warehouse for goods, centralisation of insurance and 
banking, establishment of a uniform system of accounts, 
enabling easy comparison to be made of the working of 
branches, institution of a uniform system of costing and 
of a central sales agency,”® and so forth. For these 
economies are scarcely practicable under the lower types 
of price-fixing Kartel, which are common in Germany, and, 
even in fusions and holding companies,® they are very soon 
outweighed by the immense difficulty of finding people 
competent properly to manage very large businesses. 

There are, however, certain structural economies of large- 
scale management which are of a different order and have 
a wider reach. First, greater size, implying, as it does, greater 
wealth, makes it possible and profitable to spend more money 
on experiment The Committee on Scientific and Industrial 
Besearch report : “ Our experience up to the present leads 
us, indeed, to think that the small scale on wliich most British 
industrial firms have been planned is one of the principal 

* Hobson, The IndvMrial System, p. IS7, quoted from W. S. Hamilton, 
Tk^ Cost of J^oduction in BelaUion to Increasing OtUpnU 

* McOrosty, Economic Journal^ Sept 1902, p. 359. 

^ Dr. Licfmann writes : “ Einige Trusts, so der Zucker- und Spiritustrust, 
bildetexi Bich zu tiner einzigen Gesells^taft utn, also iui Wege der vollstandig^n 
Ver^hmelzuiig, der Fusion, d.h. die betreffenden Untemehmungen gehen alle 
in einer einzigen derart auf, dass sic als besondere wirtschaftliohe Organisation 
aufhbren zu ezistieren. Die meisten aber nahmen in neuester Zeit nacn 
vemcbiedenen Versuchen die Form der sogenannten Holding Company^ 
KosUrollgesellschaft^ wie wir es nennen kbnnen, an, d.b. die Gesellsohaft erwar 
alle Oder dock die Mehrheit der Aktien samtlioher sum Trust gebbren e 
Einzelgesellschaften (KarUUe wnd Trusts, p, 114). 
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nipediments in the way of the organisation of research with 
^ view to the conduct of those long and complicated investiga- 
ions which are necessary for the solution of the fundamental 
)roblems lying at the basis of our staple industries.” * This is 
)bviously a very important matter ; though it is not clear why 
I number of small firms should not, while retaining full 
udependence in other respects, agree to collaborate in 
jromoting research. Secondly, the union into one of what 
would have been many firms means that, instead of each 
wielding only the secret processes discovered by itself, each 
Min wield the secrets of all ; and in some circumstances this 
may involve large savings. Thirdly, a business combining 
many establishments is, in general, in contact with a number 
)f different markets, in which the fluctuations of demand are, 
in some measure, independent. It is, therefore, in a position 
JO to adjust things that the output of each of its component 
establishments shall vary through a narrower range than it 
would do if the several components were under separate 
control But, if an establishment produces an average output 
A made up of (A + a) units one year and (A — a) the next, 
its costs are bound to be less than if it produces the same 
average output made up of (A + 2a) units one year and 
(A- 2a) units the next; for in the latter case it must have 
a capital equipment adequate to a “ peak load " of (A + 2a) 
units instead of the one of (A + a) units. That this is an 
important matter is illustrated by the eagerness of co-operative 
societies — creameries and so on — ^to assure themselves of the 
"loyalty” of their members, and of Shipping Companies to 
" tie ” their customers to them by deferred rebates or in other 
ways* Furthermore, even though, apart from combination, 
tie sum of the ranges of variation in the output of the 
component establishments were already reduced to a minimum, 
te. to equality with the range of variation in aggregate out- 
P'lt, combination might still lead to economies, by enabling 

bulk of the plant to be run steadily, and reserving, 
the pattern of the Sugar Trust, one specially adapted 
pant to adjust its output to the fluctuations in aggregate 

* Report, p. 2fi. Of. llun^«U, Indtutry and p. 24, footnote. 

* Of. poll, Part IL Ohap. XIX. | 4. 
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demaud.^ Fourthly, since it is much easier to forecast the 
incidence of various sorts of good and ill fortunes upon the 
aggregate of a number of separate concerns than it is to forecast 
the incidence upon each one individually, the operation of a 
business combining many establishments involves in the 
aggregate less uncertainty-bearing than the operation of itg 
parts would involve if they were separated. {The general 
economy resulting from this fact may manifest ^self in the 
greater facility with which loans can be obtained, or in tlie 
lower price that has to be paid for them, or in the smaller 
proportionate reserve fund that the concern needs to keep for 
equalising dividends, or in other ways. The essential point 
is that the general economy, however it manifests itself, is 
necessarily there. The larger the unit of individual control, 
the larger is this economy. After a point, indeed, its growth, 
as the unit grows, becomes exceedingly slow. But, until the 
unit has reached a very large size, it grows rapidly, and 
constitutes a powerful force making for larger units — 
though, no doubt, among commodities suitable for grading, a 
speculative market may be developed, and may enable small 
concerns, through the practice of hedging, to put themselves, 
for some sorts of uncertainty, on a level with large concerns.'^ 
One further point may be mentioned. In certain special 
industries large-scale control not only achieves a direct economy 
by lessening the uncertainty-bearing that is involved in given 
fluctuations in the individual fortunes of difterent firms; it 
also achieves an indirect economy by reducing the probability 
that fluctuations will occur. It does this in occupations 
where public confidence is important, and where largeness 
of capital resource is calculated to create confidence. This 
condition is fulfilled in banking-r-the more so since publicity 
of bankers’ accounts has become common. The reason that 
banks differ in this respect from other concerns is, of course, 
that their customers are their creditors, and not, as in most 
trades, their debtors.* 

* Of. Jenks and Clark, The TnM PrMem, p. 48. 

* Of. Brace, The Value of Organised SpeeuHaHon, p. 210. 

* For a very full study of the subjoot-matter of 88 2-8, ef. Mawhall, mw.r» 
and Trade, Bk. ii, chaps, ul-ir. 
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§ 4. So far we have considered exclusively what I have 
jailed atructwal economies. There is also another sort of 
jconomy that, in certain circumstances, favours the growth 
af large-scale management. So long as an industry is 
occupied by a number of establishments separately controlled, 
expenditure is likely to be incurred by all in defending their 
market against the others. A large part of the expenditure 
upon advertisements and travellers is, as was indicated in 
Chapter IX., of this character. But when, instead of 
a number of competing firms, there appear, in any section 
of an industry, a number of firms under a single authority, 
a great part of this expenditure can, as was also indicated 
in that chapter, be dispensed with. A and B being united, 
it is no longer to the interest of either to spend money 
in persuading people, whether through travelling salesmen 
or in other ways, to prefer the one to the other. It was 
stated, in regard to railways, before the Board of Trade 
Conference of 1908: “It is well known that railway com- 
panies find it necessary to spend large sums of money in 
canvassing against one another, and, if competition were 
removed by judicious amalgamation, the greater part of this 
money could be saved.” ^ This economy is, of course, liable 
to be largest where, apart from unification, “competitive” 
advertisement would be largest, namely, not in staple industries 
providing easily recognised standard articles, but in various 
sorts of “ fancy ” trades.* 

§ 5. Let us next suppose that the size of the individual 
firm and the size of the individual unit of control in an 
industry have been adjusted to the structural and other 
economies obtainable, and that the units evolved in this 
are not large enough to exercise any element of mono- 
polistic power. It is then clear that monopolistic power will 

^ ^ilvmy Con/erenee, p. 26. 

The sn^estioQ, that oombinati(m enables savings to be made in respect of 
fa*t or quality of travelling salesmen and so on, is not upset by the 

aim 1 ’ infUnces, after the formation of a combination, the aggregate 

^ oal Wages paid to salesmen have increased. For the increase was probably dne 
which ou the part of the combination to extend its market into fields 
which u occupied by any of its constituent members, or in 

whii r ° business, accessible to ainffle firms was not enough to make it worth 

® for any of them to i^vs salesmen tiiere. 
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not be called into being incidentally, as a by-product oi 
developments that take place without reference to it. But 
there still remains, as an influence tending to produce it 
the direct expectation of the gains to which it may lead 
When promoters have reason to believe that amateur specu- 
lators will expect a particular monopoly to prove more 
profitable than it really will do, this fact promises' extra gains 
to those who form amalgamated companies, becausi^ it enables 
them to unload their shares at inflated values.^ Apart from 
this special consideration, however, we may lay it down 
that the magnitude of the gains obtainable from monopolisa- 
tion depends, the conditions of supply being given, on the 
elasticity of the demand — ie. the fraction obtained by 
dividing a (small) percentage change in price into the 
associated percentage change in quantity purchased — for rele- 
vant quantities of the commodity concerned.* The less elastic 
the demand, the greater, ceteris paribus, are the probable gains. 
Incidentally, it may be observed, this circumstance, coupled 
with that noted in the next paragraph, makes it profitable for 
a monopolist to extend his control over products that compete 


' The following passage from Mr. J, M. Clark’s The JSconomies of Overhead 
Goats is interesting in this connection. ** How great are the economies of com* 
bination t So far as horizontal combination goes, the most definite quantitative 
evidence is afforded by Dewing’s study of thirty-five combinations, all of which 
merged at least five concerns which bad formerly competed and all of which 
had had a ten-year history before 1914, when the disturbances due to the 
world-war made further comparisons irrelevant He finds that the promoters 
of these combinations prophesied sufiEicient savings to increase their net earniiigs, 
on the average, about 48 per cent above their previous level. This average 
included only serious estimates, taking no account of what were obviously sheer 
exhibitions of rosy imagination. The outcome told another story, however, for 
the net earnings of the first year after consolidation averaged about 15 per cent 
less than the previous earnings of the constituent parts, while the result for the 
ten years following combination was still worse ; about 18 per cent less than 
the previous earnings of the constituent parts, without aUowing for the fact 
that considerable amounts of new capital were invested during the ten -year 
period” (loc, cit, pp. 146-7). 

* If as is the quantity purchased and 4*{x) the demand price per unit, the 


elasticity of demand is represented by If this is equal to unify fhr 


a rectangular hyperbola. The verba 


all values of «, the demand curve is » . . 

definition of the text is an approximate translation of the above technic® 
definition, so long as the term mall contained in it is emphasised, 
of course, a 60 per cent fall in price must be accompanied, if the j 
of demand is to be equal to unity, by a 100 per cent rise in oonsumptton. 
It will be understood, of course, that, when we speak of the gains frc® 
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yith bis own ; for example, for the “ Big Five " meat-packers 
,f the United States to absorb both (a) non-American meat 
1 (b) non-meat foods.^ The principal conditions of highly 
nelastic demand have now to be set out. 

The first condition is that the commodity shall be of a 
and for which it is not easy to find convenient substitutes, 
[he demand for mutton is made comparatively elastic by 
,he existence of beef, the demand for oil by the exist- 
jnce of gas, and the demand for the service of trams by 
jhe existence of omnibuses. In like manner, the demand 
for the service of transport by rail is probably more elastic 
in Etigland than in continental America, because “the long 
broken coast-line of England and the great number of ports ” 
render the competition of water carriage exceedingly 
powerful ; * and the demand for the services of any particular 
line of railway is, in general, fairly elastic, even where no 
water competition exists, in consequence of the indirect 
competition of lines running to other markets.* From 
another field a good example of the point I am now con- 
sidering is furnished by Jevons, in his book on the Coal 
(Question : “ When the Government of the Two Sicilies placed 
an exorbitant tax on sulphur, Italy having, as it was thought, 
a monopoly of native sulphur, our manufacturers soon had 
resort to the distillation of iron pyrites or sulphide of iron.” * 
As regards the kinds of commodity for which it is likely 
that substitutes can be employed little of general interest 
can be said. It should be observed, however, that the 
products of a district, or a country, whose efforts are directed 

monopolisation depending on the elasticity of demand, there is a tacit implica- 
tion that the elasticities as de&ned above, at the several points on the relevant 
™go of the demand carve, do not greatly differ from one another. Mr. 
oalton has suggested (I%e Inequality of Ineomee p. 192 «t eeq.) that, when the 
T'*u**^ “ything increases by any finite percentage, the term "arc elasticity " 
‘oould be used to represent this percentage change divided into tiie oorrespond- 
ing i^rcontage change of quantity. But, since there would generally be a 
I *■'■0 elastioity for every different amount of price change from a given 
oomSn^^^ this new term might, in unpractised hands, easily lead to 

* pf- Seport of the Federal Trade Commiaeion, 1919, on the Meat-paekiim 
pp. 86 and 89. 

I ^ Mwpherson, Tnmeporiation in Buxape, p, 281. 

I ~ Johnson, Ame/rioBm, Bailvtay IVaiuiwrtaMen, on. 887-8. 

The Coal QueHien, p, 186. 
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to leadership in quality as distinguished from quantitj 
are less exposed to the competition of substitutes than othe 
products. For example, the prime qualities of beef ani 
mutton in Great Britain have not been affected by th 
development of the American and Australian trade to nearl' 
the same extent as the inferior qualities.^ It is, therefore 
a commercially important fact that English I manufacturer 
enjoy a very marked leadership of quality in w^^-papers, fin 
textiles and cables, whereas in the electrical and chemieia 
industries they are in a decidedly inferior position.* Obviously 
from the present point of view, we must include among th 
substitutes for any commodity produced by a seller exercisinj 
monopolistic power the same commodity produced by othei 
sellers. The larger, therefore, is the proportion of the tota 
output of product that a seller exercising monopolistic powei 
provides in any market, the less elastic the demand for hii 
services will be. Inelasticity of demand for monopoly goods 
is, therefore, promoted in industries where importation frou 
rival sources is hindered by high transport charges, liigl 
tariffs, or international agreements providing for the divisioi 
of the field between the combined producers of differeni 
countries. Furthermore, in order that the elasticity of demand 
may be affected by substitutes, it is not necessary that the rival 
source of supply should be actually existing. In some industriee 
manufacture by people who are normally purchasers ia 
itself a possible rival source of supply. Thus the Committee 
on Home Work observe : “ Unless the price at which these 
articles (baby linen and ladies’ blouses and underclothing) are 
sold to the wives and daughters of the better-paid working 
men and small middle-class people is low, those who would 
otherwise be purchasers will -buy the materials and make 
the articles at home.” The same remark seems to apply 
to laundry-work and charing. The poor housewife has the 
power, if reason offers, to do these things for herself. Con- 
sequently, the demand for the services of specialists at such 
tasks is exceptionally elastic.* For example, it has be®® 

’ Of. Basse, L'Agricultur* m AfigUterre, pp. 45 and 86. 

* Of. Levy, McnopoU, Kartelk und TnuU, pp. 827, 229, 2S7. 

• Ot Ohapman, Unemployment in LaneaiMre, p. 87. 



ca. tiy 


CONDITIONS OF MONOPOLISATION 261 


remarked of Birmingham ; “ The washerwomen are among the 
grst to suffer in any period of trade depression, for, as the first 
economy in bad times is to do your own washing, the tiny 
laundry with a very local connection is soon emptied.” ^ 

The second condition, making for inelasticity of demand 
18 that a commodity shall give rise to only a small proportion 
of the total cost of any further commodities in the produc- 
tion of which it may be employed. The reason, of course, is 
that, when this proportion is small, a large percentage rise 
in the price of the commodity, with which we are concerned, 
involves only a small percentage rise in the price of these 
further commodities, and, therefore, only a small percentage 
contraction of consumption. Dr. Levy suggests that this 
condition makes the demand for the ordinary raw materials of 
industry highly inelastic.® A similar line of thought brings 
out the fact that the elasticity of the demand for commodities 
at wholesale will be smaller, the larger is the proportionate 
part played by retailing and transport expenses in the cost 
of the commodities to consumers. 

The third condition is that the further commodities, 
if any, in whose production our commodity is employed, 
shall be such that substitutes cannot easily be found for 
them. Thus the raw materials of the building trade should 
be subject, other things being equal, to a less elastic demand 
than those of the engineering trade, because foreign machines 
can compete with English machines much more easily than 
foreign houses can compete with English houses.* 

The fourth condition is that the other commodities or services 
which co-operate with our commodity in the making of a finished 
product shall be easily ” squeezable,” or, in technical language, 
shall have an inelastic supply schedule. 

' Cadlmry, Women's Work, p. 172. It raay be added that, from a short- 
period point of view, the elasticity of the demand for new production of certain 
urable goode is made greater than it would otherwise be by tbe fact that 
la -worn out garments and other such things are possible substitutes for new 
8 ^^bapman, The Laneaahire CtMm. Industry, p. 120.) 
j Mompole, Kartel'.e und Tnuts, jr. 280. 
imi) JV • noticed, however, that, though houses as wholes cannot be 

of ported, it is becoming always easier to import foais of them. The imports 
wheJ”” f niarble and joinery doubled between 1890 and 1902 ; 

provinces to I^ndon the “imports” of these things have 
*tiU more largely (Dwtle, The Londm BuHdievg Trades, p. 62)^ 
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All these four conditions, which Marshall has distin. 
guished, refer directly to the nature of people’s iestre for 
Afferent commodities. There is yet another condition, de. 
pendent on the fact that the demand schedule derived from 
a given desire schedule for any commodity is only identical 
in form with the desire schedule, provided that ^e proportion 
of people’s incomes spent on the commodity isiso small that 
variations in the quantity of their purchase maki^ no appreci- 
able difference to the “ marginal utility ” of money to them. 
When this condition is not realised, the following considerations 
become relevant. Suppose that there is only one sort of com- 
modity in the world, and that it is impossible to store money. 
Then, whatever the form of people’s desire schedule for this 
commodity, their demand schedule is necessarily such that the 
same sum will be spent on it whatever the amount of it avail- 
able ; in other words, the elasticity of demand, in respect of all 
possible amounts of consumption, is necessarily equal to unity, 
From this we may generalise as follows : Given the elasticity of 
the desire for any commodity, the elasticity of the demand for it 
will diverge from this elasticity to a greater extent, and will 
approach more closely towards unity, the larger is the propor- 
tionate part of people’s income that is normally spent on this 
commodity. Thus, the demand for commodities which absorb a 
large part of people’s incomes cannot be either so inelastic or 
so elastic as it is possible for the demand for commodities 
which only absorb a small part of their incomes to be.' 

§ 6. The preceding considerations suggest that units of 
control adequate to exercise monopolistic power will often be 
found, even though neither structural economies nor advertise- 
ment economies dictate their formation. The tendency towards 
this result is opposed by the difficulty and cost involved in 
bringing about agreements among competing sellers. This 
difficulty and cost depend upon the following general circum- 
stances. First, combination is easier when the number of 
sellers is small than when it is lai^e ; for small numbers both 
facilitate the actual process of negotiation and diminish the 
chance that some party to an agreement will subsequently 
violate it An attempt to form a Kartel in the Germso 

* Of. Birek, Thtor)f tf Uargmal Fahm, pp. 188-4. 
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match trade in 1883 is reported by Liefmann to have failed 
because no less than 245 separate producers had to be con- 
sulted.^ Secondly, combination is easier when the various 
producers live fairly close to one another, and so can come 
together easily, than when they are widely scattered. The 
reason why combination prevails in the German coal industry, 
and not in the English, is partly that, in Germany, the pro- 
duction of coal is localised, and not spread over a number of 
different districts, as it is in this country A similar reason 
probably accounts, in great measure, for the excess of combina- 
tion that appears among sellers in general, as compared with 
buyers in general ; for, it may be observed, at auctions, 
where buyers also are closely assembled, combination among 
them is not infrequent. Thirdly, combination is easier when 
the products of the various firms are simple, of constant 
quality, not adjusted to individual tastes, and, therefore, 
capable of being intelligently and more or less precisely 
defined. Marshall wrote : “ It is almost impossible to arrange 
a uniform price list for carpets or curtain stuffs into which 
wool of different qualities, cotton, jute and other materials are 
worked in varying proportions and with incessant changes 
in fabric as well as in pattern. There is no room for 
cartel lisation of such things as biscuits, or ladies’ hats, 
in which versatility is demanded as well as high quality.”* 
One writer suggests that a reason why English firms axe 
combined to a less extent than foreign firms is that they 
concern themselves, as a rule, with the higher qualities, 
and the more specialised kinds, of commodities, rather than 
with “ mass goods ” ; * and another, in like manner, attributes 
the greater ease with which Coke Kartels are formed in 
Germany, as against Coal Kartels, to the greater uniformity 
of quality generally found in coke.® Fourthly, combination is 
easier when the tradition and habit of the country is favourable, 
than when it is unfavourable, to joint action in general. When 
employers have been accustomed to act together in Chambers 

* Ufiiemehmeixrb&nde, p. 67. 

* Of. Levy, Monopole, KarteUe vni Trwte, p. 172. 

* Industry and TVade, p. 649. 

* fhevy, Monapole, MarUtle vnd TrutU, p. 187. 

* Walker, OemUnediam <n the Oemutn Coal Industry, p. 4t. 



264 ECONOMICS OF WELFABE 

of Commerce, in agreements as to discounts and rebates, or in 
negotiations with unions of workpeople, the friction to be 
overcome in making a price agreement is evidently less than 
it would be if they came together for the first time for that 
purpose. Thus : " The Association — such as the Merchanta’ 
Association of New York — has, indeed, no monopoly power 
but it is, nevertheless, of very great importance. Wing to its 
socialising effects and its tendency to prepare t^e way for a 
stronger organisation, the combination or pooL'*\^ In like 
manner, the New Zealand arbitration law "forces employers 
into unions, for only thus can they defend themselves under 
the Act, and these naturally evolve into organisations for 
restricting competition.” * Yet again, there can be no doubt 
that the various forms of joint action which British engineering 
firms, for example, were compelled to take during the Great 
War must have done much to smooth the way for future 
combination. Perhaps the opposing friction is also somewhat 
smaller when the producers concerned are companies than it 
is when they are private firms, in whose operations the sense 
of personal importance plays a larger part. 

§ 7. The preceding section has tacitly implied that, where 
the gain from unification exceeds the coat and trouble involved, 
unification will, in fact, occur. This implication, however, 
is not warranted. It does not necessarily follow that, 
because an opportunity for agreement advantageous to all 
parties exists, an agreement will in fact be made. The 
reason is that mutual jealousy may cause A and B to leave 
the melon of common gain uncut, rather than that either 
should allow the other to obtain what he considers a share 
unduly large relatively to his own. Shall “ participation ” be 
proportional to the capacity of the several combining firms, or 
to their average product during recent years, or to the amount 
of the investment that has been made in plant and goodwill, 
or to some other quantity ? “ One manufacturer has patents 

and special machinery, which have cost him a great deal of 
money, and by which he sets much store. He will not enter 
the proposed combination unless these costs are made np t® 

* Bobinaon, American Eooiunnie Auoeiatiain^ 1904, p. 126. 

• \r. S. OUrk, UiMtd 8tale$ SviUUn Zabowr, Ho. 48, p. 1261. 
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jjiui. Another manufacturer may have a large productive 
capacity, fifty nail machines, for example. He may have 
jjaen unable to find a market for the output of more than 
half his machines, but in the combination, he contends, all his 
capacity will become available. He, therefore, insists that 
productive capacity should be the basis on which the allotment 
of shares in the trust should be made. A third man, .by the 
excellence of his equipment and the energy of his methods, has 
been able to run his plant at its full capacity, while his com- 
petitor, with a larger productive capacity but a less favourable 
location or a less capable body of subordinates, has operated 
only half time. The successful manufacturer contends that 
averagi^ sales should be the basis of allotment.” ^ Disputes on 
lliese lines may easily prevent agreement if direct negotiation 
between the different firms is attempted. It should, however, 
be noticed that they can, in great part, be obviated, and that 
the difficulty of combination can be correspondingly reduced, 
when an amalgamation is effected gradually by the process of 
absorption (exemplified among English banks), or when a 
company promoter, undertaking to buy up and consolidate a 
number of competing concerns, negotiates terms separately 
with each of them, without stating into what arrangements he 
has entered with the others. 

* Meade, CorporeUion Finanee, p. 86. 
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MONOPOLISTIC COMPETITION 

§ 1. A CONDITION of monopolistic competition exists whe 
each of two or more sellers supplies a considerable part of th 
market with which they are connected. In these circumstance 
it can be shown that there is no tendency for them to devot 
to the industry in which they are employed that amount o 
resources which I have called the ideal investment, namely, tlia 
amount which will make the value of the marginal social nei 
product there equal to the central value of marginal social nei 
products in general.^ A demonstration of this proposition 
possible differences between social and private net product oi 
the type examined in Chapter IX. being ignored, can be 
given in ordinary language as follows. 

§ 2. Let us first ignore all forms of action which aim, by 
sacrifice in the present, at obtaining an advantage against 
rivals in the futura We have, then, to do with the pure 
problem of “ multiple monopoly.” This problem assumes its 
simplest form when two monopolists only are supposed to be 
present ; and, in this form, it has been much discussed among 
mathematical economists. Cournot decided, as is well known, 
that the resources devoted to production under duopoly are a 
determinate quantity, lying somewhere between the quantifies 
that would have been so devoted under simple competitwe 
and under simple monopoly respectively. Edgeworth, on tbe 
other hand, in an elaborate critique, maintained that the 
quantity is indeterminate. In more recent discussions there 
is apparent some measure of return towards Cournot. > 
it is held, each of two monopolists, in regulating his actio®' ^ 

* Of. atUt, pp. 228-4. 
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assumes that the other wiU not alter his oiUpui in consequence 
of wliat he does, the quantity of resources devoted to production 
by the two together is determinate at the amount calculated 
by Cournot. If each monopolist assumes that the other will 
not alter his price in consequence of what he does, then, in a 
perfect market, the quantity of resources devoted to production 
by the two together is determinate at the amount proper to 
simple competition ; in an imperfect market — that is to say, 
a market in which some of the buyers have a preference for 
one monopolist over the other — this quantity is determinate 
at an amount less than that proper to simple competition, and 
falling short of it more largely the more imperfect the market 
is.* More generally, if each seller makes and holds to any 
definite assumption about the conduct of the other, it would 
seem that the quantity of resources devoted to production by 
both together is determinate at some amount not greater than 
that proper to simple competition, and not less, in a perfect 
market than the Cournot amount, in an imperfect market 
than the amount proper to simple monopoly. In real life, 
however, it is, I suggest, very unlikely that either seller will 
hold any consistent view about his rival’s state of mind. His 
judgment will be variable and uncertain. As in a game of 
chess each player will act on some forecast of the other’s 
reply ; but the forecast he acts on may, according to his mood 
and his reading of that opponent’s psychology, be one thing or 
another thing. Hence, as it seems to me, we may properly 
say that the aggregate amount of resources to be devoted to 
production is indeterminate in the sense that from a mere 
knowledge of the demand conditions and of the cost conditions 
aftecuing the two monopolists — whether the cost conditions 
are independent or inter-linked — we cannot foretell what it 
will be. The range of indeterminateness extends over a 
distance which is larger in a perfect than it is in an imperfect 
Market, and in either sort of market is diminished as the 
number of monopolists is increased above two. In no case 
can the aggregate investment be greater than the quantity 
proper to simple competition. We have learned, however, from 
Chapter XI. that, except in industries in which imported 
Hotelling, “ Stability in Competition," Eeonomie Journal, Uardi 1929. 
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materials subject to increasing supply price are employed, tliig 
last quantity cannot be greater than the ideal investment. It 
follows that, except in these industries, the investment which 
is forthcoming under multiple monopoly cannot be greater than 
the ideal investment. It may, however, easily be, and, in 
view of what has been said, in general seems /likely to he 
substantially less than thia 

§ 3. Hitherto we have specifically excluded ihe effects of 
price warfare designed to secure future gains driving a 
rival from the field or exacting favourable terms of agreement 
from him. The indeterminateness just described exists under 
monopolistic competition, even though neither of the monopolists 
" hopes to ruin the other by cut-throat prices.” ' In many 
instances of monopolistic competition, however, price warfare 
— or cut-throat competition — does, in fact, take place. It 
consists in the practice of selling at a loss in order to iiiflicl 
injury on a rival. It must be distinguished carefully from 
the practice of reducing prices down to, or towards, prime cost, 
which frequently occurs in periods of depression. This latter 
practice may involve large reductions of price below the 
“ normal,” and it is certain to do this when demand is variable 
and prime cost is small relatively to supplementary cost ; hut 
it does not involve “ selling at a loss ” in the strict sense. 
Cut-throat competition proper occurs only when the sale price 
of any quantity of commodity stands below the short-period 
supply price of that quantity. When it occurs, the range of 
possible aggregate investment no longer has, as an upper limit, 
the quantity proper to simple competition, but is liable lo 
exceed this quantity to an extent determined by the opinion 
entertained by each of the combatants about the staying power 
of his opponent and by other strategical considerationa There 
is, obviously, no tendency for it to approximate to the ideal 
investment ; but we can no longer say, as we could when cut- 
throat competition was ignored, that it is likely to be less than 
the ideal investment. 

Edgeworth, Oiomalt degli eeoiumuU, November 1897, p. <06. 
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§ 1. A CONDITION of simple monopoly exists when a sin^ 
seller only is exercising monopolistic power — whether oy 
not there are other sellers in the market who accept the 
price fixed by this seller — and when, allowance being made 
for cost of carriage and so forth, the same price rules 
throughout the whole of his market In order that the effects 
of simple monopoly, as distinguished from simple competition, 
may be made clear, we must, of course, presume that the 
economies and technique of production are the same under 
both.^ The fact that in real life they are often not the §ame 
gives rise to farther problems, which will be discussed in 
Chapter XXL Simple monopoly works out in two , different 
ways, according as, on the one hand, the entry to the industry 
is so far restricted that no resources are drawn into it . other 
than those actually finding employment in it, or, on the 
other hand, entry to the industry is free. I shall study first 
industries of restricted entry. 

§ 2. In Chapter XL it was shown that, in the absence of 
divergences between social and private net product of the 

» Thus, if y be the eggregate output of an industry and » the output of a 
firm of typical size, then, writing F (jb, y) for the total cost of its output to this 

firm, we have « determined by the equation Wo mnst not 

sippose monopoly to oome about because the introduction of a new technique 

iiM changed F into in suoh wise that, for a given value of y, 

gives a larger value of » tiian SlMJ I aO does, thus reducing the numba: 
of • o>i'- at J 

pms in that industry, and so making the formation of a price agreement 
^ler. We must suppose F to be the same under both systems, 
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types discussed in Chapter IX., simple competition makes 
actual output less than ideal output in industries subject to 
decreasing supply price from the standpoint of the community ; 
equal to ideal output in industries of constant supply price in 
this sense; and greater than ideal output in industries of 
increasing supply price in this sense. When simple monopoly 
prevails, it is to the interest of the monopolist sb to regulate 
his output as to make the excess of his aggregate receipts over 
his aggregate costs (including earnings of management and 
so forth) as large as possible. It follows that under simple 
monopoly output will always, other things being e<]^al, be less 
than it would have been under simple competition. Hence in 
industries of decreasing supply price from the standpoint of 
the community the substitution of simple monopoly for simple 
competition will cause actual output, which is now below ideal 
output, to fall further below it : in industries of constant supply 
price in this sense, it will cause actual output, which is now 
equal to ideal output, to fall below ideal output ; in industries 
of increasing supply price in this sense, it will cause actual 
output, which is now above ideal output, to contract, and it 
may cause it to contract in a measure that brings it closer 
to ideal output than it has been hitherto. The conditions in 
which it will do this can be determined mathematically, but, 
unless unusual assumptions are introduced, they cannot be 
stated in simple terms. This, however, does not greatly, matter. 
For in practice simple monopoly is much more likely to be 
introduced into industries of decreasing -supply pricq from the 
standpoint of the industry, which, as was shown in. Chapter ^XI,, 
in general implies decreasing supply price frpm the standpoint 
of the community, than into other industries ; and hence tliere 
is no uncertainty about the result. 

§3. When moiiopolistic power is. exercised by a com- 
bination of sellers through the agency of, a price-agreement, 
the restrictive influepce upop investprent mpy be enhanced 
in an indirect way by a further circuinstapce. It is pot 
practicable to make an agreement touching more than ooo 
or two roughly defined gradra. of servioe,* Consequently! 
since an adapted charge, cannot be made' for them, the 
intermediate grades tend to disappear, even though inumerooe 
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purchasers — some of whom, as things are, buy nothing — 
would have bought these grades, if they had b^n obtainable 
it a proportionate charge. Therefore respurces, which, under 
1 perfectly constructed monopoly agreeiUent, would have 
been devoted to the production of these grades, are excluded 
by the imperfect character of actual agreements. This effect 
is chiefly found among railway and shipping conipanies, 
which are bound by freight-rate conventions but compete 
iu the frequency, speed and comfort of their trains or ships.^ 
Thus first-class rapid vessels may be employed to carry things 
for which they are quite unnecessary, because agreements 
preclude the offer of lower rates if slower and cheaper vessels 
are used ; * and so forth. The misdirection of resources that 
arises in this way is additional to the misdirection due to 
a simple exercise of monopolistic power. 

§ 4. Some qualification of the above results is necessary 
in industries where temporary low prices may lead- to the 
development of new demands. For, when a prospect of this 
kind exists, particularly if conditions of, decreasing supply 
price rule and if the current rate of interest on investments 
is low, it may pay a mpnopolist to accept low. prices for 
a time, even though to do so involves production at a 
loss, for the sake of the future gdin ; whereas it would not 
pay any one among a large number of competing sellers 
to do this, since only a very small proportion of the future 
gain resulting from his action would accrue to himsejf It 
is important, however, to observe that the creation of a 
Dew demand, which may thus sometimes be credited to 
monopoly, is only a social gain when the demand is really 
Dew, and not when it is merdy a substitute for some other 
demand which is at the same time destroyed. It is not, 
for example, a social gain if a railway company, by temporary 
low prices, “develo|Mi the trafl&c” from one district at the 
expense of destroying the traffic from another equally well- 
situated district; and it is not a social gain if, by a like 

’ The agreemeata, short of pooling, between railways sometimes ambraoe 
P«emeDt8 as to speed ; tiiose between the members of some, bnt not all, 
pipping conferences, agreements as to the relative number of sailings permitted 
various members (Sojfal Commiatum ott Shipping Mings, M^port, p. 28). 

Sogai Commission on Skip^ping Mings, S^ort, p. 108. 
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policy, some ring of traders causes people, who used to obtain 
a given measure of satisfaction from crinolines and no satis- 
faction from hobble-skirts, to obtain the like given measure 
of satisfaction from hobble-skirts and no satisfaction from 
crinolines. This consideration suggests that the transitional 
advantage of simple monopoly, that has just .been set out 
is not generally very important in comparison with the 
long-period disadvantages previoimiy explained. I 

§ 5. There should be added a further considOTation of some 
importance. It was shown in Part II. Ch. III. § hi that to hold 
back new inventions and so on in order to keep up the value 
of existing forms of equipment in g&tiercd inflicts more damage 
on the public than the benefits it confers on the owners of 
the equipment, and it was shown further that under simple 
competition there is no tendency for this kind of hold-up to 
occur. Under monopoly, on the other hand, there always is 
such a tendency ; for the private monopolist is interested in the 
gain to him that monopoly implies, but not in the associated 
loss of consumers’ satisfaction. It was recognised in the chapter 
cited that, when the introduction of new models of finished 
goods lessens the satisfaction which owners get from existing 
models, there is a substantial set-off to the gains of “ progress,” 
so that this tendency of private monopoly need not . always 
be anti-social. But, when it is a question of new instruments 
and processes for making finished goods, there can be no such 
set-off, and hold-up policies must be socially injurious. The 
point is of great practical interest in view of the rapidity with 
which new inventions and minor improvements of method are 
normally made. This is illustrated by the fact that in the 
United States, over industry in general, twice as much is, it 
is estimated, normally written down against obsolescence as 
against depreciation ; * and by the further fact that, out of 
200 representative firms questioned for the President’s Survey, 
43‘6 require new equipment to return its cost, in two years: 
64'1 per cent in three years or less.* 

§ 6. In the discussion so far we have assumed the entry 
to industries, in which simple monopoly prevwls, to be so 

* Chamget in the Slruetv/re of World JSleonomiee ainee the War, p. 158. 

* jRecent JEeonomie Ohangee, p. 139. 
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ar obstructed or restricted that no resources are drawn into 
Jicm other than those actually finding employment there. 
^8 a rule this condition is fulfilled, because, when it is not 
nlfilled, the trouble of forming monopolistic agie'ements will 
seldom be worth undertaking. Still, monopolisti 9 agree- 
iicnts without restriction of entry are sometimes made. It 
[S easy to show that, under these agreements, the national 
livideud suffers more than it would do if the same mono- 
polistic price policy prevailed in conjunction with restriction 
of entry to the industry. For, broadly speaking, what 
happens is this. The marginal social net product of resources 
actually finding employment in the monopolised- industry is 
the same as it would be under a system of restricted entry. 
But, besides these resources, other resources have been drawn 
away from employment elsewhere and have become attached 
to the industry. These extra resources will either be all 
idle themselves, or will make a corresponding quantity of 
resources already in the industry idle. The dividend, there- 
t'ore, will be reduced below what it would have been under 
a system of restricted entry, by the .difference between the, 
productivity of that quantity of resources which it pays to 
set to work in the monopolised industry and the pro- 
ductivity of that quantity for which the receipts of the 
industry would suffice to provide normal earnings. This con- 
sideration does not, of coui-se, prove that restriction of entry 
to an industry, in which monopoly prevails, is socially 
desirable ; for it may well happen that free entry would compel 
the monopolist to change his policy, and to adopt one 
approximately equivalent to that dictated by competition. 
It only proves that restriction is advantageous in those — 
probably exceptional — monopojies where the removal, of 
restriction cannot affect price policy.^ 

‘ Attention may be called here to a peculiar oaae. Suppose the same 
procegg to yield two joint products, one of which is controlled monopoliatioally 
^»ut the other is not. Then, as shown above, if entry to the industry can be 
restricted, simple monopoly will make the outputs of both products less than 
tiiey would be under simple competition. The whole of the non-monopolised 
J<>nit product that is produced will be sold, but, provided that the demand for 
the mouojiolised product has an elasticity less than unity, and that, in respect 

the most profitable scale of output, the demand price for the non-monopolised 
product exceeds the supply price of the process that produces both products, a 
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part of the monopolised product will be thrown away. If entry to the industry 
is not restricted, more resources will flow into it than would so flow under 
simple competition. On the assumption that these are actually set to work 
and not left standing idle, this will mean that, in the above conditions, 
output and sale of the non-monopolised joint product is larger than it would 
have been under simple competition. It is possible^ though improbable, that 
as a net result, there may be evolved a larger sum of consumers' surplus than 
simple competition would allow. 
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, 1. Up to this point we have supposed that iponopolisation, 
vlien it occurs, will be of the simple forpa which does 
lot involve discrimination .of prices a? between different 
lustoniers. We have now to observe that this variety 
)f monopolisation is not the only possible sort. Discrimi- 
lating power will sometimes exist alongside of monopolistic 
)ower, and, when it does, the results . are affected. It is, 
iherel’ove, important to determine the circumstances in which, 
aid the degree to which, monopolists are able to exercise, 
aid find advantage in exercising, this power. 

§ 2. The conditions are most favourable to discrimination, 
that is to say, discrimination will yield most advantage to 
the monopolist, when the demand price for any unit of a 
commodity is independent of the price of sale of every other 
unit. This implies that it is impossible for any one unit 
to take the place of any other unit, and this, in turn, implies 
two things. The first of these is that no unit of the 
commodity sold in one market can be transferred to another 
market. The second is that no unit of demand, proper to 
“ae market, can be transferred to another market. The 
former sort of transference needs no description,, but the latter 
>8 somewhat subtle. It would occur if the promulgation • of 
'iiffererit rates for transporting coal originating, in A. and coal 
^’’iginating in B enabled the more favoured district to 
increase its production of coal, /ind, tlierefore, its demand 
for carriage, at the expense of the less favoured district. In 
‘’''•ier that the conditions most favourable to discrimination 
prevail, this sort of transferability, as well as the other, 
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must be excluded Under the monopolistic arrangemeu 
practicable in real life the above kinds of transferabilii 
are absent or present in varying degrees. I propose to s, 
out a series of examples under each of the heads ju 
distinguished. 

§ 3. Units of commodity are entirely non - transferal; 
when the commodity in question consists of iervices applie 
directly by the sellers to the, perspns of tneir cugtomen 
such as the services of medical men, .barr^ters, teacher 
dentists, hotelkeepers and so forth. A medicat man’s offer t 
charge any one set of persons less than any other set caimo 
lead to the one set becoming middlemen for the service 
which the other set desire. Services applied directly by thi 
seller to commodities handed to them for treatment, such ai 
the service of transporting different articles, are also entirel) 
non-transferable. A railway’s offer to charge one price for s 
ton-mile of transport service to copper mercliants and a lowei 
price to coal merchants cannot lead to any middleman device, 
because it is physically impossible to convert copper into coal 
for the purpose of transport and afterwards to reconvert it 
A slightly, but only slightly, lower degree of non -transferability 
exists among services that are normally rendered in physical 
connection with the private dwellings of purchasers. Gas aud 
water supplied to private houses are instances in point. Here 
transference is not entirely excluded, because it is jpossible, at 
sufficient cost of money and trouble, to detach the commodities 
from the distributing plant along which they are brought and 
to carry them elsewhere. Lesser degrees of non-transferability 
exist among commodities whose transference is obstructed 
merely by high costs of transportation or by tariff charges. 
The degree of non -transferability in these circumstances 
may, evidently, be large or small, according as the distance, 
or the rate of customs duty, that separates two markets 
between which discrimination is attempted is large or small. 
In like manner, various degrees of non-transferability can 
be brought about artificially by enforcing upon purchasers 
contracts that penalise re-sales. For example, in the Baht 
ooal district, the (pre-war) agreement made by the syndicate 
with industrial purchasers provided “ that re-sale to railwaysi 
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gaa works, brick works or Kme-kilns, or any reshipment from 
the original point of destination, shall be penalised by an 
addition of 3 marks per ton to the selling price.” ^ If no 
agreement of this kind, no cost of carriage, and no tariff 
exist, complete transferability will prevail. 

§ 4. Units of demand are almost completely non- transfer- 
able from one market to another^ when the commodity 
concerned is something ready for final consumption, and whep 
the markets, between which discrimination is to be made, 
arc distinguished according to the wealth of the purchasers. 
It is clear, for instance, that the willingness of doctors to 
charge less to poor people than to rich people does not lead 
to any rich people, for the sake of cheap doctoring, becoming 
poor. In like manner, the provision of the service of 
transport at different rates to coal merchants and, to copper 
mercliants does not lead to any copper merchants, ior the 
sake of the cheap transportation, becoming coal merchanta 
No doubt, in both these examples some slight transference may 
be achieved through successful fraud, such as a pretence on 
the part of rich people that they belong to the poorer group, 
and the smuggling of copper in the guise of coalj but this 
kind of thing is of no practical importance. It is interesting 
to note that sellers often attempt artificially to create the 
above type of non-transferability by attaching to different 
grades of their product trade marks, special brands, special 
types of packing and so on — all incidents designed to prevent 
possible purchasers of the grades that are highly priced 
relatively to the cost of production from becoming, instead, pur- 
chasers of the grades that are sold at a lower rate of profit* 
A smaller degree of non-transferability exists between the 
niaikets for hotel accommodation in the season and out of 
the season; for heavy discrimination might cause a con- 
Biderable number of people to change the time of their 


Walker, OoiMnatim in tht German Coal Ind'mtry, p, 274. 

It must be added, however, that, though trade marks are sometiines mere 
devices for creating monopoly power, there is, nevertheless, a valid reason for 
P'oteeting them against infringement by legal enactments, beoause “ am induoe- 
is thereby given to make satisfactory articles and to oontinue making 
(Of. Taussig, Atnuriecm Economic Jtevieto Supplement, vol. vi, 1916, 
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holiday, A still smaller degree of ndn-transferability exists 
between the markets for railway transport from A to B 
which are provided respectively by traders in A wishing 
to send a given commodity direct to B, and by traders in 
C wishing to 'send this commodity to B through A. For 
a large difference in the rates charged would cause production 
that would normally occur at the less favouredj to take place 
instead at the more favoured, point. Perfect transferability 
exists when the markets are distinguished hy\8ome bad^e 
the attachment of which involves no cost, as, W example, 
if railways charged one fare to passengers carrying pencils 
and another fare to passengers without pencils. The 
immediate effect of this discrimination would be to transfer 
all demands from the less to the more favoured market, and 
discrimination would yield no advantage to the monopolist. 

§ 6. When a degree of non-transferability, of commodity 
units on the one hand or of demand units on the other 
hand, sufficient to make discrimination profitable, is present, 
the relation between the monopolistic seller and each buyer is, 
strictly, one of bilateral monopoly. The terms of the contract 
that will emerge between them is, therefore, theoretically 
indeterminate and subject to the play of that bargaining” 
whose social effects were analysed at the, end of Chapter IX. 
When a railway company is arranging terms with a few large 
shippers, the indeterminate element may have considerable 
importance. Usually, however, where discrimination is 
of practical interest, the opposed parties are, not a single 
large seller and a few large buyers, but a single large seller 
and a great number of relatively small buyers. The loss 
of an individual customer's purchase means so much less 
to the monopolistic seller than to any one of the many 
monopolistic purchasers that, apart from combination among 
purchasers, all of them will almost certainly accept the 
monopolistic seller’s price. They will recognise that it is 
useless to stand out in the hope of bluffing a concession, and 
will buy what is offered, so long as the terms demanded 
from them leave to them any consumers' surplus. Id 
follows I assume that the customers act in this way. So 
assuming, we may distinguish three degrees of discrimiDating 
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power, which a monopolist may conceivably wield. A 
first degree would involve the charge of a different price 
against all the different units of commodity, in such wise 
that the price exacted for each was equal to the demand 
price for it, and no consumers’ surplus was left to the buyers. 
A second degree would obtain if a -monopolist we re able to 
make n separate^ prices, in such wjse that all units with 
a demand price greater than x sold at a pr|ce x, all with 
a demand price leM than « and greater than y at a price 
y, and so on. A third degree would obtain if the monopolist 
were able to distinguish among his customers n different 
groups, separated from one another more or less by some 
practicable mark, and could charge a separate monopoly price 
to the members of each group. This degree, it will be 
noticed, differs fundamentally from either of the preceding 
degrees, in that it may involve the refusal to satisfy, in ope 
market, demands represented by demand prices in excess of 
some of those which, in another market, are satisfied. 

§ 6. These three degrees of discriminating power, though 
all theoretically possible, are not, from a practical point of 
view, of equal importance. On the contrary, in real life the 
third degree only is found. No doubt, we can imagine 
conditions in which discrimination even of the first degree 
could be achieved. If all consumers had exactly . similar 
demand schedules,^ it could be achieved by the -simple device 
of refusing to sell in packets of. less than the. quantity wlqch 
each consumer required per unit of time, and fixing the 
price per packet at such a rate as to make it worth the 
consumer’s while, but only just worth his while, to purchase 
the packet Thus, if every demander would give for a 
hundredth physical unit of commodity, when he already has 
ninety-nine units, the sum of one shilling, but would prefer 
to give 300 shillings for a hundred units rather than have 
no units at all, the monopolist may make his unit of sale 
one hundred physical units and charge for this unit of 
sale a price of 300 shillings. If there is no combination 

' A penon'i demund aohadulie for any commodity a the liet of diffenot 
J|,u»ntilaea of that commodity tiiat he would purohaae at differoit price levea. 
W. Marshall, Prineiplu Enonmia, p. 96. 
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among the buyers, the niunber of units sold will then 
be the same as would have been sold at a price of 
one shilling per physical unit, and, in effect, the physical 
units satisfying demands of different keenness will have 
been sold at different prices. But this method of dis- 
crimination, whether in a complete or a partial form, is 
scarcely ever practicable, because the individual demand 
schedules, of which the market demand schediule is made 
up, are, as a rule, very far indeed from being similar. Tor 
this reason an analysis of the method is of acadetaic intevest 
only.^ Apart from this method, discrimination of the first 
degree might still conceivably be established by detailed 
separate bargaining with every separate customer. But that 
method would involve enormous cost and trouble. Further- 
more, since it implies separate bargains with individuals, 
it opens the way, not only to error, but also to the perversion 
of agents through bribery. These considerations are, in 
general, sufficient to make monopolists themselves unwilling 
to adopt the method; and, even if they were not thus 
unwilling, it would be hardly possible for the State, in view 
of the large opportunities for “ unfair ” competition which 
the method allbrds, to leave their hands free. “"Whatever 
financial advantage there may be in charging against each 
act of transport a rate adapted to its individual circumstances, 
the arbitrary nature of a system of rates arranged on this 
plan implies so much uncertainty and lends itself to such 
serious abuses, that we are compelled to condemn it.”* Thus 
a powerful influence is always at work persuading or com- 
pelling monopolists to act on general rules, with published 

> For such an analysis, of. my i«per " Monopoly and Consumers’ Surplus,” 
Economic Journal, Sei>temheT — 

® Colson, Cours d’dcoiumie politique, vol. vi. p. 211. Sj)efial ojiportiaiities 
for injurious discrimination of this sort exist when a railway cctupany i» 
itself a large producer of some commodity, say coal, which it also transports 
for rival j)roducers. To prevent the obvious abuses to which this state of lliicgs 
may lead, the “commodity clause” of the Hepburn Act passed in 1906 iu i'*'' 
United States made it unlawful for any railway to engage in interstate 
transport of any commodity which had been mined or manufactured by itself- 
The law does not, however, prevent a railway iivm transporting a 
produced by a company in which it holds a minority of the shares, and it wn. 
therefore, be evaded without great difficulty. (Ot Jonea, Th4 Antkr<u>U^ t*®* 
(hmMHati.on, pp. 190 et seq.) 
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tariffsi guarded, as effectively as may be, against the under- 
mining influence of unpublished rebates. This means that 
they cannot, except in extraordinary circumstances, introduce 
either the first or the second degree of discrimination, and 
that the third degree is of chief practical importance. 

§ 7. Monopoly plus discrimination of the third degree is 
not a determinate conception. It is theoretically possible 
to divide any market in an indefinitely large number of 
different ways, of which soine would .be more, and others Jess, 
advantageous to the monopolist. If the monopolist had an 
absolutely free hand in the matter, the division be would 
choose would be such that the low.est demand price in s,ub^ 
market A exceeded the highest demand price in sub-market 
B, and so on throughout.. If the aggi-egate demand of the 
markets collectively had an elasticity greater than unity 
throughout, the resulting system would be identical with 
that proper to the second degree of discrimination, for the 
lowest demand price in each group would also be the price 
calculated to yield maximum monopoly revenue from that 
^roup. If the aggregate demand had not an elasticity greater 
than unity throughout, the maximising price in some groups 
would be greater than the lowest demand price in those groups, 
ind the system would, therefore, be different from the above. 
In any event the separation of markets, in such wise that the 
owest demand price in the first exceeds the highest demand 
irice in the second, and so on, would obviously be better, 
rom the monopolist’s point of view, than any other kind of 
eparation. But in practice the monopolist’s freedom of action 
i limited by the need, already referred to, of acting on general 
lies. This consideration makes it necessary that he shall 
iioose, for his sub-markets, groups that are distinguishable 
“oin one another by some readily recognisable mark. More- 
i^er, since a hostile public opinion might lead to legislative 
itervention, his choice must not be such as to outrage the 
’pular sense of justice. Thus, he will not distinguish and 
ing together entirely new groups, but will make use of 
stinctions already given in nature. Nor is this all For in 
circumstances the condition of non-transferability holds 
“d. not generally, but only as between certain markets, which 
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are constituted independently of the monopolist’s volition 
Thus, the existence of an import tariff or of high transport 

charges on imports to all parts of his country’s frontier a 

condition easiest to realise when that country is an island-— 
may make it possible for a seller to charge a lower price for 
his goods abroad than at home without the risk <^f inviting the 
return and resale of his exports. Clearly, therefore, a monopolist 
cannot hope to find a series of sub-markets thai conforms to 
his ideal altogether, but he may find one in whici^ only a com- 
paratively small number of the demand prices embraced in the 
first sub-market are lower than the highest demand price of the 
second sub-market, and so on throughout all the sub-markets. 

§ 8. I now pass to an analysis of consequences, and, as in 
the preceding chapter, I shall begin with monopolised industries 
to which entry can be restricted. The analysis, to be complete, 
would need to take account of the fact that, in real life, the 
demand of one purchaser for any r*®* unit of a commodity is 
sometimes, in part, dependent upon the price at which this 
commodity is being sold to other purchasers.^ When markets 
are interdependent in this way, the issue is complicated, but 
the broad results, though rendered less certain, are not, it would 
appear, substantially altered. Consequently in the following 
pages I shall assume that the quantity demanded in each sub- 
market depends only on the price ruling in that sub-market. 
This procedure enables resort to be had to the same general 
method that has been pursued hitherto. 

§ 9. As already explained, practical interest centres upon 
monopoly discrimination of the third degree. But, before 
studying this, we may, with advantage, glance at the simpler 
problem presented by the two higher forms of discrimination. 
It is easily seen that, in industries in which the rates of 
change in s/wjpply price from the standpoint of the vndnstry ore 
identical with the rates of change from the standpoint of tiie 
community t under monopoly plus discrimination of the first 
degree, it will always pay the monopolist to make the ideal 
amount of investment and to produce the ideal output. 
implies that, under conditions of constant supply pri®®' 
monopoly plus discrimination of the first degree will 
> Of. anU, Put II. Oh. XI. I IS. 
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tlje national dividend the same as simple competition would 
have meuie it. Under conditions of decreasing and of increasing 
supply price it will always improve on the result of simple 
competition. The extent to which it improves on it will be 
measured by the extent to which the output proper to simple 
competition differs from the ideal output. TMs is evidently 
greater, the more elastic is the demand for the commodity 
produced by the industry and the more markedly the con- 
ditions of the industry depart in either direction from those 
of constant supply price. Finally, it should be observed that, 
when conditions of decreasing supply price prevail, monopoly 
plus discrimination of the first degree may increase the size of 
the national dividend in a more special way. It may bring 
about a considerable amount of socially desirable investment in 
an industry, in which, under a regime of simple competition, it 
would not have been to anybody’s interest to make any invest- 
ment at all. It is shown in Appendix III. that this result is 
most likely to be realised (1) if, other things being equal, supply 
price decreases sharply, in such wise that a small increase 
of output involves a large fall in supply price per unit, and 
(2) if, other things being equal, the demand for the commodity 
or service is elastic till fairly low price levels have been reached.^ 
§ 10. In industries where the rates of change of supply 
price from the standpoint of the industry and of the community 
are not identical, matters arc slightly more complicated. As 
was implied in Chapter XL §§ 6-8, we are entitled to presume 
that the rate of change from the standpoint of the community 
will, in general, be a larger negative or a smaller positive 
quantity than the rate from the other standpoint. It can be 
inferred that the output proper to discriminating monopoly of 
the first degree will be less than the ideal output. In industries 
of decreasing supply price from the standpoint of the industry, 
It will be greater than the output proper to simple competition, 
'‘ud, therefore, nearer than that output to the ideal output. 

industries of increasing supply price from the standpoint of 
the industry, it will be less than the output proper to simple 
competition. But the output proper to simple competition 
in this case be greater than the ideal output. It is, 
1 Of. Appendix III. | S« 
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kberefore, possible that the output proper to discriminating 
monopoly of the first degree may be farther than the output 
proper to simple competition from the ideal output. Since 
however, as was observed in Chapter XVI. § 2, monopolistic 
action is chiefly to be expected in industries of decreasing 
supply price, this possibility is of small importance. 

§ 11. It is readily seen that the effects of monopoly 
plus discrimination of the second degree approxmiate towards 
those of monopoly plm discrimination of the first degree, as 
the number of different prices, which it is posable for the 
monopolist to charge, increases ; just as the area a polygon 
inscribed in a circle approximates to the area of the circle as 
the number of its sides increases. Let us call the output 
proper to discrimination of the first degree, that is to say, the 
ideal output, a. Then monopoly of the second degree would 
lead to an output less than a, but approaching more nearly 
towards it the larger is the number of the different price 
groups which the monopolist is able to distinguish ; and the 
value of the marginal social net product of resources invested 
in our industry would, in like manner, approach more nearly 
towards equality with the value of the marginal social net 
products in general, the larger is this number. 

§ 12. The study of monopoly plus discrimination of the 
third degree is more complicated than that of either of the 
two higher forms. In the discussion of these we have been 
able to make use of a simple relation between the aggregate 
output which comes about in various circumstances and the 
output which I have called the ideal output According as 
actual output exceeds, falls short of, or is equal to the ideal 
output, we could conclude that the value of the marginal social 
net product of resources invested in our industry falls short 
of, exceeds, or is equal to the value of the marginal social 
net product of resources in general But, under monopoly 
plus discrimination of the third degree, the relation between 
actual output and ideal output no longer suffices for a 
criterion. The reason is that, when a demand represented 
by a demand price p is satisfied, it is not necessary, as it 
has been necessary so far, that all the demands represented 
by demand prices greater than p aball have been satisfied- 
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On the contrary, the monopolist may, in one market, be 
satisfying all demands represented by demand prices higher 
than p, while, in another market, he is refusing to satisfy 
any demands whose demand prices fall short of {p + h). It 
follows that the resources invested in the industry fall into 
a number of different parts, in each of which the value of the 
marginal social net product is different. Consequently, we 
have no longer to ask how the value of the marginal social 
net product of resources invested in the industry is related 
to the value of the marginal social net product of resources 
in general, but how the various values of marginal social net 
products of resources invested to cater for each of the several 
markets of the industry are related to that standard. Our 
ideal output ceases to be a single output of the whole 
industry, and becomes a number of separate outputs sold 
in separate markets. A given output of the whole industry 
may be broken up in different ways among these markets, 
and the system of values of marginal social net products will 
be different according to the way in which it is, in fact, 
broken up. Hence a study of the effect which monopoly plus 
discrimination of the third degree produces upon output 
is only a first step to a study of the effect which it produces, 
as compared with that which simple monopoly and simple 
competition respectively produce, upon the relation between 
the values of marginal social net products in different 
parts of the industrial field. Nevertheless, it is well that 
such a study should be made. To facilitate it, let us 
suppose that the demands for the product of an industry 
can be broken up into two markets A and B, between 
which price discrimination is feasible; and let us ask, first, 
whether output under discriminating monopoly of the third 
degree will be absolutely greater or smaller than output under 
simple monopoly and simple competition respectively. 

§ 13. To compare the output proper to discriminating 
“aonopoly of the third degree with that proper to simple 
monopoly, we may conveniently distinguish three principal 
cases. First, let the conditions be such that, under simple 
monopoly, some of the commodity, in which we are interested, 
Would be consumed in both A and B. In these conditions 
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there is no adequate ground for expecting either that output 
under discriminating monopoly of the third degree will exceed 
or that it will fall short of, output under simple monopoly ; if 
the curves of demand and supply are straight lines, the two 
outputs will be equal.^ Secondly, let the conditions be such 
that, under simple monopoly, some of the commodity would 
have been consumed in A, but none in B. In these conditions 
it is impossible that the introduction of discrimii^iting power 
should lead to diminished output. On the contra^, if there 
is any substantial demand in B, it must lead to increased 
output The amount of the increase will be specially great 
if the demand in B is elastic, and if the commodity obeys the 
law of decreasing supply price (dmpliciter). These conditions 
are often fulfilled among Kartels selling regularly at specially 
low rates in markets, foreign and other, where they are 
exposed to competition. An interesting practical inference is 
that, if a commodity, whose production obeys the law of 
decreasing supply price, is monopolised, it is to the interest of 
the consumers in the producing country that the Govern- 
meut should allow the monopolist to make sales abroad at 
lower prices than at home, rather than that, while still per- 
mitting monopoly, it should forbid this discrimination. This 
inference cannot be upset by reference to the more advanced 
industries that use the commodity as a raw material, 
because the sales abroad, being at market prices there, 
—prices which the monopolistic exports cannot in ordinary 
circumstances sensibly affect — do not enable foreign users to get 
it appreciably more cheaply than they could before. Finally, 
let the conditions be such that, under simple monopoly, none 
of the commodity would have been consumed in either A or 
B. In these conditions it is obviously impossible that the 
introduction of discriminating power should lead to diminished 
output. It is possible that it may lead to increased output. 
The condition for this is the same as the condition, mentioned 
in the next paragraph, that enables discriminating monopoly 
of the third degree to yield some output, though simple 
competition would yield none. 

§ 14. We have now to compare the output proper to 
> Ot Appendix III. I 28. 
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liscriminating monopoly of the third degree with that proper 
0 simpl® competition. Under conditions of constant and of 
ncreasing supply price it is obviously impossible for dis- 
monopoly of any degree to make output greater 
,han it would be under simple competition. Discriminating 
nonopoly of the third degree must make it smaller than it 
(fould be under that system. When, however, conditions of 
increasing supply price prevail, the question is more complex. 

[t has been proved in an earlier section that, in that event, 
monopoly plvs discrimination of the first degree must raise 
output above the quantity proper to simple competition. 
Furthermore, it is evident that discrimination of the third 
degree approximates towards discrimination of the first degree 
as the number of markets into which demands can be divided 
approximate towards the number of units for which any 
demand exists. Hence it follows that, under decreasing supply 
price, monopoly plus discrimination of the third degree may 
raise output above the competitive amount, and is more likely 
to do this the more numerous are the markets between which 
discrimination can be made. Sometimes, but not, of course, 
80 frequently as with discrimination of the first degree, dis- 
criminating monopoly of the third degree will evolve some 
output where simple competition would have evolved none. 
In view, however, of the limitation, which practical considera- 
tions impose, alike upon the number of markets that can be 
formed, and upon the monopolist’s freedom to make up the 
several markets in the way most advantageous to him, it 
appears, on the whole, exceedingly improbable that, in an 
industry selected at random, monopoly plus discrimination of 
tlie third degree will yield an output as large as would be 
yielded by simple competition. 

§ 15. In the preceding paragraphs we have compared 

ahsolute amotmt of output under discriminating monopoly 
of the third degree with the absolute amount under simple 
•oonopoly and simple competition respectively. The next 
®tep is to compare the measure of approximation towards the 
J^ol output that is attained under these different systems. 
What has been said enables us to conclude broadly that, 
whatever law of supply price prevails, discriminating monopoly 
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of the third degree is likely to yield an output nearer to the 
ideal output than simple monopoly yields ; but that it is not 
likely to yield an output nearer to it than simple com- 
petition yields. When, however, the conditions are such ! 
that (1) there is an ideal output (other than a zero output), 
( 2 ) simple competition yields no output, and ( 3 ) | discriminating 
monopoly of the third degree yields some outimt, this output 
must be nearer to the ideal output than the Wo output of 
simple competition. ^ 

§ 16. I now return to the considerations ^suggested ii 
§12. It was there pointed out that the measure of corrc 
spondence between the actual aggregate output of an industr; 
and the ideal output is not, when discriminating monopoly 
of the third degree is in question, the decisive index that ii 
is in other circumstances. Suppose, for example, that dis 
criminating monopoly of this degree brings about an output 
closer to the ideal output than either simple monopoly oi 
simple competition would bring about We cannot infer from 
this that the value of the marginal social net product oi 
resources employed in the industry is brought nearer to the 
value of marginal social net products in general. For there 
is no longer any such thing as the value of tire marginal social 
net product of resources employed in the industry. There 
are different values of marginal social net product in different 
portions of the industry. The value of the marginal social 
net product of resources that serve the needs of low-priced 
markets is smaller than the value of the marginal social net 
product of those that serve high-priced marketa Hence, 
even when, in any industry, discriminating monopoly makes 
aggregate output more nearly conformable to ideal output 
than simple monopoly or simple competition would do, it does 
not follow that it will involve greater equality between the 
values of marginal social net products over industry as a 
whole. Nor need we stop at this negative result It 
be shown, further, that the establishment in any industry of a 
given output associated with discriminating prices is 
conduce less towards equality among the values of 
social net products as a whole than the establishment of t’® 
same output associated with uniform pdcea. For let t ® 


likely w 
marginal 
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^alue of the marginal social net product of resources in general 
je P ; and let the quantity of resources invested in our in- 
lustry he such that, if the product is sold at the same price 
0 all markets, the value of the marginal social net product of 
,he resources employed to supply each of them will be equal 
,0 p . Then, if this same quantity of resources is invested 
0 the industry, but the product is sold at a higher price in 
lome markets than in others, the value of the marginal social 
let product of the resources utilised for the higher -priced 
narkets will be greater than p, and that of the resources 
itilised for the lower-priced markets will be less than p. This 
mplies that the mean square deviation (our measure of 
nequality) of these various values from P is likely to be 
greater than it would have been if all of them had stood at p. 
Hence the probability that discriminating monopoly of the 
,hird degree will be more favourable to equality among the 
ifalues of marginal social net products than simple monopoly 
)r simple competition is less than the probability that it will 
36 more favourable than they are to the production of the 
deal output. The probability that it will be more favourable 
dian they are to the national dividend is, therefore, also less 
han that probability. 

§ 17. So far we have supposed that discriminating monopoly 
is coupled with power to restrict the entry to the monopolised 
industry. When this condition is not satisfied, reasoning 
inalogous to that employed at the close of the preceding 
diapter is applicable. Eesources tend to be attracted into 
'he industry till the point is reached at which the expectation 
earnings there is equal to that ruling elsewhere. So long 
^ monopoly prices are maintained, this means that a consider- 
ible part of the resources so attracted is standing idle and 
8 yielding no net product whatever. It is evident, therefore, 
hat the national dividend suffers more from discriminating 
monopoly without restriction of entry than it does from dis- 
ittuiinating monopoly plus restriction of entry. But, as with 
^®aple monopoly, so also here, it may, nevertheless, be 
ksirable that restriction should he forbidden, because, when 
is absent, there is a better chance that the entrencWents 
monopolistic power will ultimately be broken down. 



CHAPTER XVIII 


THE SPECIAL FBOBLEM OF SAILWAT BA^B 

§ 1. The discussion of the preceding chapter hal| necessarily 
been somewhat abstract. It has, however, practical applications 
of very great importance in connection with the problem of 
arranging the charges to be made for such things as water, gas, 
and electricity, when these commodities are supplied to different 
groups of consumers or for different purposes. Still greater 
interest attaches to it in connection with the rates charge- 
able by railway companies. Considerable controversy has taken 
place between those who hold that these rates should be 
based on “ the cost of service principle ” and those who would 
base them on the “ value of service principle.” ^ The “ cost of 
service principle ” is, in effect, the simple competition discussed 
in Chapter XL : “ the value of service principle ” is discriminat- 
ing monopoly of the third degree. In the light of what has 
been said, the issue between them can be clearly set out ; and 
it will, in the present chapter, be examined. We have no 
concern with the circumstance, explained in Chapter XVI., that, 
in certain conditions, a railway with power to discrimmate 
may find it profitable, <t» a temporary imaoure, to charge ex- 
ceptionally low rates for transport between certain places or 
for certain selected commodities; with a view to building up a 
new demand ; nor yet with the related circumstance that this 
policy, if the demand is really a new one, and not merely a 
substitute for another that has been supplanted, may be 

* It is interestiiig to note that the problem of how retail shops shonH 
distribate tikeir charges for the act of retailing orer the various oonuuoait>e> 
^t they sell is vary closely analogous to the problem of railway obsrS^ 
Among retail shops, however, Aere is the additional complication that a 
b sometimes aUe to obtain a general advertisement for hb shop by 
partbnlsir well-known goods practically free of retailer’s profit 

2M 
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fliore advantageous to economic welfare, if not to the national 
dividend,^ than anything which simple competition — unless it 
^ere modified by a system of State bounties— could evolve. 
Xhese matters call for no further investigation here. Leaving 
them aside, I propose to exhibit the meaning, in concrete 
form, of the cost of service principle — or simple competition 
. — and of the value of service principle — or discriminating 
monopoly of the third degree, — ^and to compare their respective 
consequences. 

§ 2. It is generally agreed that, except in so far as the 
transport services sold to one set of purchasers are “ supplied 
jointly” with those sold to another set, simple competition 
would tend to bring about a system of uniform rates per 
ton-mile for similar services.® For these services the level 
of the uniform rate would be such that the demand price 
and the supply price would coincide and, when the service 
of railway transport was sold in conjunction with some other 
service, such as cartage or packing, an appropriate addition 
would be made to the charge. This general analysis can be 
briefly developed as follows. 

First, the actual level of the uniform mileage rate, to 
which simple competition would lead on any particular 
railway, will depend on the circumstances and position of the 
railway. Cderis paribm, a specially high rate would be 
appropriate if the route lay through districts where, as with 
mountain railways, the engineering costs of making a line 
are specially great, or where the traffic is very irregular from 

' Cf. ante, Part II. Chapter III. § 4, footnote. 

’ It is, indeed, sometimea maintamed that this will only happen if 
"aiiaple competition” is defined to include complete transferability of the 
things that are sold among oostomers, and it is pointed out that competition, 
(part from this condition, has proved compatible with disoriminating charges 
for services sold to diS'erent sets of persons by shipping companies and by 
rotailers ; different sorts of cargoes are carried at Cerent rates, and the absolute 
™arge for retailing work is different in regard to different articles. (Cf. G. P. 
Watkins, "The Tke<ny of Differential Bates,” Quarterly Journal of Ecowmia, 
pp. 698*6.) Beflection, however, shows that, when competition really 
P'ovails, seller A must always endeavour to undersell seller B by offering to 
B's better-paying customers at a rate slightly less than B is ohwrging, and 
mat this process mtut eventually level all rates. The explanation of the 
‘acrimiuations cited above is, not the absence of complete trsmsferability, but the 
that custom and tacit understandinin introduce an dement of mono* 

; Pobatic action. 
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one time to another ; ^ because, in these conditions, the supply 
prices of all quantities of transportation along the route au 
specially high. In like manner, ce<em parihus, a speciallj 
high rate would be appropriate if the route lay through 
sparsely populated regions where little traffic can be obtained 
or through regions where the configuration 9 f the country 
renders water transport a readily available 1 substitute for 
land transport for certain classes of commoditi^ between the 
terminals; because, in these conditions, the demand schedule 
is specially low, and the supply conforms to conditions of de- 
creasing supply price ; the expenses involved in \building and 
working a railway adapted for a small amount of traffic being 
proportionately greater than those involved in the production 
of transport service on a large scale. It is, no doubt, in 
recognition of these considerations that the maxima, imposed 
m the British parliamentary freight classification, are made 
different for different lines, though the classification itself 
is, of course, the same for all of them. 

Secondly, departures from the uniform mileage rate would 
occur under simple competition, in so far as buyers of a 
ton-mile of transportation require, along with this, other 
incidental services involving expense. The adjustments 
needed are exactly analogous to the adjustments made in 
the price of plain cotton cloth delivered c.i.f. to buyers who 
live at different distances from the seat of manufacture. 


Thus rates should be comparatively low for the transport 
of any class of goods, when the method of packing adopted 
is convenient to the railway. It is more costly, other things 
being equal, to carry small consignments than large. " Small 
consignments mean to a railway throe distinct sources of 


serious additional expense: separate collection and delivery; 
separate handling, invoicing, accounting, etc., at the terminal 
stations; and bad loading in the railway waggons.”* I*- 


is, therefore, proper that, in the British parliamentary 
classification, goods, which are placed in class A--tlie 
cheapest class — when loaded in lots of 4 tons, are raised 
to class B when despatched in loads of between 2 and 4 


* Of. Willianu, Ecowmia of JRaiheay Trm^port, p. 212. 
* Acworth, Mementi of BaUviwy Seonomia, p. 120. 
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tons, and to class C when despatched in loads of less than 
2 tons. On a like principle, it is proper that English railway 
companies should voluntarily make arrangmnents, under 
which certain goods are put into a class lower than the 
parliamentary classification requires, on condition that they 
are loaded in certain quantities or packed in certain ways. 
Further, when the method of packing is given, it is proper 
that rates per ton should vary with conditions that affect the 
cost of handling, such as bulk, fragility, liquidity, explosive- 
ness, structure and so on; and also with the speed and 
regularity of the service required.^ This point is clearly 
brought out in one of the decisions of the United States 
Railway Commissioners. They declared : “ Eelatively higher 
rates on strawberries appear to be justified by the exceptional 
character of the service connected with their transportation. 
This exceptional service is necessitated by the highly perish- 
able character of the traffic, requiring refrigeration m route, 
rapid transit, specially provided trains, and prompt delivery 
at destination. There is also involved in this service extra 
trouble in handling at receiving and delivering points, the 
‘ drilling ’ of cars in a train, reduction of length of trains to 
secure celerity of movement, partially loaded cars, the return 
of cars empty, and, perhaps, other similar incidentals."* 
Finally, it is proper that the rate for carrying from A 
to B goods that are to go forward to C on the same line 
should, in general, be less than the rate for so carrying goods 
destined for consumption at R In so far as terminal charges 
aie paid for in the rate, this is obvious, because, on the 
former class of goods, terminal charges at B are saved 
altogether. Even apart from terminals, however, the journey 
from A to B, as a part of a longer journey, is less costdy 
than the same journey undertaken as an isolated whole. The 
reason is that, roughly speaking, the interval of idleness for 
engines and plant, following upon any journey, involves a cost 
properly attributable to that journey, and the length of the 
interval does not vary with the length of the journey which 
It follows. Thus, “ long hauls get more mileage out ^ of 

^ Of. Hainea, Babrietive Bailway Legislation, p. 148. 

* Quarterly Journal ef Beonomics, Novamber 1910, p. 47. 
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engines, waggons, train-staff, etc., than a number of shorl 
hauls, necessarily with waits between; engines and waggons 
are better loaded, and the line is more continuously utilised.”^ 
This consideration points to some form of tapering rate for 
the service of carriage, apart from terminal charges. The 
English (pre-war) classification of merchandise rates accepts 
this. It provides for one maximum ton-mile rate for the first 
20 miles, a lower maximum for the next 30 miles, a still 
lower one for the next 60 miles, and the lowest of all for 
further distances. This scale does not include terminal 
charges, which are fixed independently of distance.® 

Thirdly, attention must be called to the fact that services, 
though physically similar, are not necessarily similar in 
respect of cost when they are rendered at different times 
or seasons of the year. This consideration is in practice 
chiefly important as regards the supply of electricity. In 
order that it may be possible to provide the current required 
at "the peak of the load,” a large quantity of equipment 
must be erected additional to what would be required if 
there were no hours or seasons of exceptional demand. Let 
us suppose that during one-fifth of the time 2 million units 
per hour are wanted and during the rest of the time 
million units, and that, in consequence, the equipment 
costs ^ times what it would have done had million unite 
been required always. Then the real cost of the peak-load 
current, so far as it depends on cost of equipment, can be 
calculated as follows : the equipment cost of producing 
the units needed in the aggregate of off-peak times is f times 
^ths (i.«. fths) of the total equipment cost, and the equipment 
cost of producing the units jneeded in peak times is ^ times 
fths of the total equipment cost, pZtts the whole of of that cost, j 
ie. ^ths of the whole. That is, the cost of providing 2 milho“ 
units at the peak is equal to ^rds that of providing 6 million 
units off the peak : or, in other words, the equipment cost (apart 
from prime cost) of peak-load service is twice as much pw 
unit as the equipment cost of normal service. This shows that ^ 
simple competition, or the cost of service principle, involves, 

* Aoworth, Bl0mnU$ BaUvmy JSaonomietf footnote, pp. 12!2>8. 

* Of. Herriott, The Ftaiinff qfAUee md Faretf p. 
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iifferent charges for electridtj supplied at different times, 
fhe same thing obviously holds good of telephone service 
md cable service — ^not to speak of hotel and lodging-house 
^vice in places that cater specially for seasonal visitors, 
[n industries, the product of which can be stored in 
jlack times, and where, therefore, the equipment can be 
jdjusted to produce continuously the average output 
jemsnded, these differences should not exceed the cost and 
the loss of interest involved in storage. Railways, however, 
at least in the matter of passenger transport, are directly 
akin to electricity concerns, in that they provide a service 
which must be produced at the time that it is supplied. 
Consequently, the cost of service principle would seem to 
warrant higher fares for travel at busy seasons and at busy 
hours of the day than are charged at other times. Differential 
charges of this character are not, of course, exactly adjusted. 
Indeed, as a matter of fact, it so happens that, for other 
reasons, it is just for the most crowded parts of the day and 
week that the cheapest tickets (workmen’s tickets and 
week-end tickets) are issued. In a concealed form, however, 
differential charges of this type do exist: for, when a man 
travelling as a straphanger in the London Tube at 5 o’clock 
in the evening pays the same absolute price as he does when 
travelling in comfort at 3 o’clock, he is paying that price for a 
different and much inferior service. There is just as real 
a differentiation as there would be if he travelled in equal 
comfort on both journeys and paid a considerably h^her 
fare at the crowded time. 

Lastly, the cost of service principle in some conditions 
leads logically to lower chaiges to people whose purchases 
ere continuous than to those who buy intermittently. One 
for this is that a man taking continuous service 
cannot contribute to the peakiness of a peak load, whereas 
cae taking intermittent service is likely, in some degree^ to 
<^0 this. Hence, if it is impracticable to charge differential 
rates directly as between peak and off-peak service, this 
jcay sometimes be attempted indirectly by differentiation 
^tween continuous and intermittent services. The device is 
^ imperfect one, because a consumer, whose demand is 
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intermittent but wholly ofif-peak, involves less cost than one 
whose demand is continuous. In practice this type ol 
differentiation is found only in industries where special equip, 
ment has to be laid down to enable the service to be supplied 
to the various customers severally. Obviously, if this equip, 
ment is used rarely, a greater sum will have to be charged 
for each act of service than if it is used frequently. If 
desired, adjustment can be made by exacting a lump charge, 
or an annual rent, for the installation of the d<iuipment and 
thereafter, charging the same rate to everybody per unit of 
service obtained through it. This is, broadly, the plan in vogue 
with telephones. When, however, for any reason this plan is 
not followed, and the whole chaise is levied through the price 
of the service, the cost of service principle necessarily leads 
to overt differentiation against customers whose individual load 
factor is smalL But this consideration has no direct applica- 
tion to railway rates, since, apart from special sidings for 
which direct charges are made, railways do not provide equip- 
ment specialised to the service of particular customers. 

§ 3. The results so fiar obtained are only valid in so far 
as transport services sold to different groups of purchasers 
are not jointly supplied. If they are jointly supplied, simple 
competition, or the cost of service principle, would no longer 
imply that, subject to the reservations of the preceding 
section, all ton-miles of transportation must be sold at the 
same price. It would not imply this any more than it 
implies that a pound of beef and a pound of hides must he 
sold at the same price. For, when two or more commodities 
or services are the joint result of a single process, in such 
wise that one of them caunigit be provided without facilitat- ; 
ing the provision of the other, simple competition evolves, 
not identical prices per pound (or other unit) of the 
various products, but prices so adjusted to demand that 
the whole output of all of them is carried off. Tims, if 
the transport of two commodities A and B, or the transport 
of commodity A for two purposes X and Y, were joinf 
products, simple competition might well evolve for th®® 
different rates per ton-mile. It is, therefore, of great i®‘ 
portance to determine how far the various service provide 
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])j railway companieB are in £act joint products in the sense 
defined above. 

§ 4. Many writers of authority maintain that joint costs 
p]ay a dominant part in the industry of railway transporta- 
tion. They believe that the transport of coal and the 
insport of copper along a railway from any point A to 
y point B are essentially and fundamentally joint products ; 
d that the same thing is true of the transport from A 
B of commodities to be consumed at B and the transport 
)m A to B of commodities to be carried forward to 0. 
lie argument is developed by Professor Taussig as follows, 
rat, he observes: "Whenever a very large fixed plant is 
;ed, not for a single purpose, but for varied purposes, the 
fluence of joint cost asserts itself.” ^ Further : “ The labour 
hich built the railway — or, to put the same thing in other 
ords, the capital which is sunk in it — seems equally to 
d in carrying on every item of traffic. . . . Not only the 
sed capital of a railway, but a very large part, in fact much 
le largest part, of the operating expenses, represents outlay, 
separate for each item of traffic, but common to the 
hole of it or to great groups of it.”* The existence of 
large mass of common supplementary costs is not, in 
rofessor Taussig’s view, by itself sufficient to bring joint 
ipply into action. For that it is essential that the plant 
e used for varied purposes. Thus he writes: "Where a 
uge plant is used for producing one homogeneous commodity 
-say steel rails or plain cotton cloth — the peculiar effects 
f joint cost cannot, of course, appear.” * Further, he is 
filling to admit that the transport of tons of different things 
“<1 the transport of the same thing for different purposes 
fom A to B do constitute, in one sense, a single homogeneous 
ommodity, on precisely the same footing as plain cotton 
loth. The fact that some “carrying of tons” is sold to 
opper merchants and some to coal merchants does not imply 
hat two different services are being provided, any more than 
he fact that some plain cotton cloth is sold to one purchaser 

j of Seonomiei, Toi i p. 221, Of. also vol u. p. 869. 

"Thsoty of Railway Bates," in Ripley’s Bailvxxy ProUass, 

P* *28-9, 

‘ Bmmiee, voL L p. 221. 
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and some is sold to another implies that two different com- 
modities are being provided. He holds, however, that these 
different transports, though homogeneous in one sense, are 
not homogeneous "in the sense important for the purpose 
in hand — namely as regards the cemdUione of demmd.'’^ 
Thus his essential contention is that, when a commodity, in 
the production of which supplementary general costs play 
a large part, is supplied, not to different pewle in a single 
unified market, but in a number of separate^ markets, the 
provision to one market is supplied jointly witl^ the provision 
to the other markets, in such wise that simple competition 
might be expected to evolve a system of divergent prices. 

Now, whether or not the term joint products should be 
used of services related in the way that Professor Taussig is 
contemplating is, of course, a verbal question : but whether 
these services are joint products in such wise that maple com- 
petition might be eaapeded. to evolve a system of div&rgent prices 
is a real question. In my view, the conjunction of large common 
supplementary costs with separation between the markets 
to which their yield is supplied does not make railway services 
joint products in this — the only significant — sense. In order 
that they may be joint products, it is further necessary, not 
merely that additional investment in plant and so on may 
be used alternatively to facilitate the supply to either market, 
but that such additional investment cannot be used to 
facilitate the supply to one market without facilitating the 
supply to the other. The point may be illustrated as follows. 
When cotton goods are provided for two distinct and isolated 
markets, the coats of furnishing these different markets are, 
in great part, common', for-they consist, to a large extent, 
of the supplementary expenses of the cotton industry, which 
cannot be allocated specifically to the goods destined for the 
different markets. A given addition to investment does not, 
however, necessarily add anything to the output available 
for eaxih of the two markets. If, before it occurred, the first 
market received x units of cotton and the second y units, after 
it has occurred the extra cotton may be divided between 
them, or it may go wholly to the first, or wholly to t e 

> QumUrly 1918| {h 881* 
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second. When, however, cotton fibre and cotton seed are 
provided for two distinct and isolated markets by one and 
Ijie same process, a given addition to investment does 
necessarily add something to the output available for each 
of the two markets. In the latter case it is easily seen that 
simple competition will, in general, lead to divergent prices. 
In the former case, however, it will not do this. For, if there 
are a number of competing sellers supplying transportation, 
or anything else, to several markets with separate demand 
schedules, and if the price in one of these markets is higher 
than in another, it is necessarily to the interest of each 
individual seller to transfer his ofier of service from the 
lower-priced market to the higher-priced market; and this 
process must tend ultimately to bring the prices in the different 
markets to a uniform level. This result, when conditWM of 
simple competition prevail, obviously holds good independently 
of the question whether or not the commodity or service 
under discussion is one in the production of which supple- 
mentary costs are large relatively to prime costs. Hence 
Professor Taussig’s argument cannot be accepted. Joint 
supply, in the sense in which we are here using the term, 
does not prevail in the industry of railway transport in that 
fundamental and general way that he supposes it to do.^ 

‘ On the general subject of the relation of the concept of joint costs to 
railway aemce, of. a discussion between Professor Taussig and the present 
writer in 1£he Quarterly JowmaJL of Eearumies for May and August 1918. 
Two further points should be added. 

First, it is sometimes maintained that the concept of joint costs, in the 
sense aligned to it in the text, is applicable where only one sort of com* 
inodity is produced, prowided that the units of process, by which the commodity 
le made, are large relatively to tire units of commodity. When, for instance, 
the marginal unit of process produces 100 units of pr^uot, it may be argued 
that 100 units must yield a price sufficient to remunerate one unit of process, but 
that it is immaterial to the suppliers by what combination of individual prices 
the sgpegate price of 100 units is made up. This suggestion, however, when 
in the above general form, ignores the fact that 100 nnits of product can be 
femoved, not only by abetraoting one unit from the fruit of each of a hundred 
Qmts of process, but also by abolishing one unit of process, and that, under frve 
'“®^tition, if any nnits of product were refused a price as high as P»vt 

the supply price of a unit of process, this latter method of abstraction would 
bv employed, This shows that physically identical products, ;^elded 

y the same process at the same time, are not, ingenend, joint products in any 
y™®. even though the marginal unit of the {Hrooess of p^uotion is large. But 
oot^ k ^ ^ relevant, and the concept oi joint supply cannot be ruled 

> vhen the number of units of process that are actually being provided 
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§ 6. At the same time it should be clearly recognised 
that, in the services rendered by railway companies, joint 
supply does play some part This is conspicuously true as 
between transportation from A to B and transportation in 
the reverse direction from B to A. The organisation of a 
railway, like that of a steamship company, requires that 
vehicles running from A to B shall subsequently return from 
B to A The addition of a million pounds to the expenditure 
on moving vehicles necessarily increases both the number 
of movements of vehicles from A to B and the number of 
movements from B to A This implies true jointness. It 
follows that a competitive system of railway or shipping 
rates would not, in general, make the vehicle charges the 
same for journeys from A to B and from B to A, but the 
direction, for wliich the demand was higher, would be charged 
a higher rate. This is, of course, the reason why outward 


is the minimum number that it is practicable to provide so long as any are 
provided. In these circumstances there is nothing incompatible with the 
analysis of the text in regarding the resultant units of product as jointly 
supplied. The costs of constructing through any region the least expensive 
railway that it is possible to construct at all are joint costs of all the various 
items of service rendered by the railway. It is possible by following this line 
of analysis to reach the results obtained by the different line of analysis to be 
followed in § 8. In the special problem of the least expensive railway that 
it is possible to construct at all, the two lines are equally admissible. (Cf. 
Quarterly Jourml of Economics, August 1918, p. 688.) Since, however, analysis 
by way of joint supply is only applicable in a single and peouliar type of problem, 
whereas analysis by way of discriminating monopoly, to be adopt^ in the text, 
is applicable to all problems, the latter method should be given preference. 

Secondly, the concept of joint supply can, if desired, be applied to the same 
services rendered at different times by the same fixed plant. Thus the services 
of railways for night travelling and day travelling may be called joint, and 
different rates advocated on that ground. Tliis consideration is especially im- 
portant with electricity rates. It justifies differentiation of a form designed to 
carry off nearly equal supplies throughout the day or year. The same result can 
be obtained on a different route if we regard the services supplied at the two 
times as being the same service but subject to varying demands. The point of 
distinction, as against a railway carrying different things at the seme iirM, ifl 
the railway can be adjusted to carry any quantity of things, so that to carry 
A does not involve power to (larry B ; but a railway fitted to carry A iu the 
day cannot be provided except in a form that gives power to carry A also at 
night. The distinction would, of course, lose most of its significance if the 
capital equipment were expected to maintain its full value over a perm 
of use and not over a defined period of time ; for then less night use now would 
make possible more day use later on. But in fact plant largely wears out 
through tiyis independently of use ; e.g. rails and ties deteriorate with weather 
(of. Watkins, Electri^dl Males, p, 208), and also tend to become obeolete. 
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freights from England are generally low, relatively to inward 
freights, for commodities of similar value. Our imports being 
largely food and raw materials, and our exports, apart from 
coal, mainly finished manufactures, the former naturally make 
a greater demand for shipping accommodation. If it were 
not for our coal exports, the disparity would be much greater 
than it is. There is a similar relation in the transport of 
goods — though not of passengers — ^between eastward and 
westward travel in the United States ; because " those who 
supply the world with food and raw materials dispose 
of much more tonnage than they purchase.” ^ This element 
of jointness is, however, of comparatively small importance. 
Contrary to the general opinion of writers on railway 
economics, the services provided by railway companies are, 
in the main, not jointly supplied. Hence, the conclusion 
emerges that, subject to the reservations set out in § 2, 
simple competition would, in general, evolve a system of 
equal ton-mileage rates for all commodities, whatever their 
character, and whether they are to be consumed at B or be 
sent on from B for some further part of a “ long haul.” 

§ 6. The meaning in concrete form of " the value of service 
principle,” or monopoly plvs discrimination of the third degree, 
is more complicated. It was shown in the last chapter 
that a monopolist adopting this principle will divide the 
total market served by him into a number of minor markets, 
by discriminating between which he may make his a^r^ate 
advantage as large as possible. It was shown, further, that 
the kind of division best calculated to promote this end is one 
under which the separate markets are arranged, so far as 
practical considerations allow, in such a way that each higher- 
priced market contains as few demands as possible with 
u demand price lower than the highest demand price contained 
in the next market When once the minor markets have 
iieen separated, the determination of the rates to be chained 

' Cf. Johnson, jinurteati Bailv)ay Tranipoiiatioti, p. 188 . It should be 
noticed that, whereas there is little jointneas as between first and tiiiid daas 
Bervioe on railways, then is probably a conriderable element of anoh 
as between first and third dais serviee on diips ; beeanae the stmoture 
° ft ship necessarily involves the provision at the aune time of more and of leas 
““fortable parts of the vessel. 



302 


ECONOMICS OF WEIJrABE 


W. II 


in them presents no analytical difficulty, and can be expressed 
in a simple mathematical formula.^ It is not, indeed, true, 
as is sometimes supposed, that the relative rates charged to 
different markets will depend, if this plan is adopted, simply 
upon the comparative elasticities (in respect of some un- 
specified amount of output) of the demands of these markets, 
nor yet that they will depend simply upon the comparative 
demand prices (also in respect of some unspecified amount 
of output) ruling in these markets. The true determinant 
is the whole body of conditions represented in the complete 
demand schedules of the different markets.^ Still, though the 
determinant is, in general, complex, when once the con- 
stitution of the different markets has been settled, it is 
precise. The real difficulty lies in the choice, limited, as it 
is, by practical conditions, which a railway company has to 
make between various possible systems of minor markets. 
The search for the most advantageous system — from the 
company’s point of view — ^has evolved, in practice, elaborate 
schemes of classification both for passenger traffic and for goods 
traffic. To show the application of the value of service principle 
in practice, some description of these schemes is required. 

In passenger traffic railway companies find the value 
of service principle most nearly satisfied by a classification 
based, in the main, on the relative wealth of different groups 
of persons, the presumption being that most of the demands 
for the transport of richer people yield demand prices higher 
than most of the demands for the transport of poorer people. 


* Thua, let ^](iEi), . . . represent the demand prices in n separate 

markets, and/(z) the supply prioe. 

The prices proper to the separate markets under monopoly pltu discrimina- 
tion of the third de^ee are given by the values of ^j(X|), . . • that satisfy 

n equations of the form : 

^*r{^*r)-*r/(*l+*t+ • • 


These n equationa are sufficient to determine the n unknowns* 

^ Where the curves representing the demand schedules are straight liu^, 
this complex determinant dissolves into a simple one, namely, the comparative 
demand prices of those units which are most keenly demanded in each of the 
several markets. Under these conditions, if conditions of constant supply 
prevail, the monopoly price proper to each market can be shown to be equ 
to one half of the difference between the supply pries and the demand pr*®® 
of the unit that is most keenly demanded there* 
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Since it is impraoticsble to make a classification founded 
directly on differences of wealth, various indices or badges, 
generally associated with varying degrees of wealth, are 
employed. Thus, in the United States, certain railways 
make specially low rates for immigrants — lower than those 
required from native Americans,— even though the latter are 
willing to travel in immigrant cars.^ In certain c ol onie s 
there is a discriminating rate according to the colowr of the 
traveller ; black men, who are supposed, in general, to be less 
well-to-do, being charged lower fares than white men* 
Again, in England, and still more markedly in Belgium,* 
railway companies charge specially low rates for workmen's 
tickets. This procedure is exactly analogous to that of 
those London shopkeepers who charge to customers with 
“ good addresses ” prices different from those charged to 
others, and of the Cambridge boatmen who used to charge a 
collective customer of five persons 5s. for the hire of a boat 
for an afternoon, while to a single person they would let the 
same boat for one shilling. A classification based on indices 
of wealth alone is, however, somewhat crude, since people 
of the same wealth will desire a given journey with very 
different intensities on different occasions. In recognition 
of this fact railway companies have constructed a variety 
of cross-groupings, based on sudi incidents as the d^ee of 
comfort or of speed with which, or the hour at which, journeys 
are undertaken, or the presumed purpose which these journeys 
serve. Thus the fares for first-class accommodation, or for 
conveyance by certain express trains, are made to exceed those 
for inferior accommodation or lower speed by more than the 
difference in the cost of providing these different sorts of 
service ; * and specially low fares are sometimes charged for 
journeys made in the early morning.* In like manner, 
attempts are made to separate holiday journeys, of pre- 

j Joumai ^ Semomie$f KovNulMr 1910, p. 88. 

Cf. Colson, Chun ithonomU politique, toL tL p. 280. 

^ Cf. Rowntree, Land and Labour, p. 289, 

M. Colson soggette that a plan, ondw which all traina ahonld taka third 
‘ P^ngera, the faat traina diarging a aapplonant, would be aupaiwr to 
, Continental plan, under whi^ a paaaenger, who widbeo to travd faat, 
, whole diffstenoe between third and aeoond daaa fare. 

Cf. Mahaha, Xm Ahemnemmde d'auiaritn, p. 12. 
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sumed low demand, from necessary business journeys, by the 
supply, on special terms, of tourist, week-end and excursion 
tickets. 

In goods traffic railway companies find the value of 
service principle most nearly satisfied by a classification based, 
in the main, upon the relative value of the different com- 
modities claiming transport, the presumption being that 
most of the demands for the transport of a more valuable 
group of goods yield demand prices higher than most of 
the demands for the transport of a less valuable group. 
The reason for this presumption is as follows. The demand 
price for the transport of any unit of any commodity 
from A to B is measured by the excess of the price of 
that commodity in B over its price in A, which would prevail 
if the said unit were not transported. But, on any 

law of distribution, the probable difference between the prices 
of any article in A and B respectively, which would arise 
if these two places were not connected by the assigned act of 
transport, is greater, the greater is the absolute price that 
would prevail in either of them ; just as the probable differ- 
ence in the heights of poplars in A and B is greater than 
the probable difference in the heights of cabbages. There 
is no reason to expect that the percentage difference will be 
greater for valuable than for cheap commodities, but there is 
reason to expect that the absolute difference will be greater. 
A study of the details of the classification adopted for British 
railways under the Railway Rates and Charges Act shows 
that, in the main, the value of the commodities concerned 
was taken as a basis. Broadly speaking, the lower the 
position of any class in the list, the cheaper are the goods 
that it contains.^ In like manner, several of the decisions of 
the United States Railway Commissioners have been founded 
on the proposition that less expensive articles ought not to 
be put in a higher class than more expensive articles — chair 
materials than finished chairs, raisins than dried fruits, and 
so on.® 

Sometimes it is practically inconvenient for a comps^^y 

‘ Cf. Marriott, The Fixing of FaUa and Fora, p. 27 «?’ 

• Of. Qwirterly Journal of Eeonomien, NoTenber 1910, pp. 10» 
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or a regulating authority to group goods directly in accordance 
with their value. When this is so, a like result can be 
obtained indirectly by grouping them according to indices 
whose differences are likely to correspond to differences of 
value. Thus, since the valuable qualities of any commodity 
are generally packed better than the cheap qualities, rates 
are sometimes made to vary with the elaboration of the 
packing employed. For example, in France, where good 
wines are generally packed "en barriques de 220 k 230 
litres ” and common wines “ en demi-muids de 650 kVOO litres 
ou en wagons-r&ervoirs,” * wines in “ barriques ” are charged 
on a higher scale. 

It must be added that, as with passenger service, so also 
with goods service, a classification based exclusively on the 
value of the commodities transported is necessarily somewhat 
crude. In consequence of this, cross-groupings based upon 
other incidents have also been employed. Thus, within each 
group of commodities of given value transported from A to B, 
a subdivision may be made between those which B can easily 
make for itself, or obtain elsewhere than from A, and those 
which it cannot so make or obtain ; and a higher rate may be 
charged to the latter group. Again, within a homogeneous 
group made up of units of the same commodity, sub-groups 
are constructed. For example, vegetables imported from 
Germany to England during the weeks before the English 
crop is ready xised to be charged more than vegetables 
imported from Germany to England after this crop had 
appeared ; and the same thing is true of vegetables sent from 
the south to the north of France.* Sometimes, again, an 
attempt is made to charge different rates for the transport 
of the same thing according to the use to which it is to be 
put — bricks for building, paving bricks and fire bricks being 
put in different classea It should be observed, however, 
that the United States Interstate Commerce Commission 
has declined to recognise the validity of a classification on 
tins basis.* More important is the subdivision according 

* Colwn, Cowr$ dOemomit ptdUiqm, voL vi. p. 227. 

* Of. md. p. 227. 

* Ripley, SaiiinMd»t Saia and Stgvlatiim, p. 818. 
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to ultimate place of destination. Thus commodities sent 
from A to B, to be consumed at B, are placed in a different 
group, and charged, for that act of transport, a dilBferent rate 
from commodities sent from A to B to be forwarded from 
B to C. The reason is that different parts of the world 
do not differ in nature in proportion as they differ in distance. 
There is not much ground for expecting a priori that the 
cost of producing a given commodity in B will differ from 
the cost in A to a greater extent if A is 600, than if it is 
100, miles away. Consequently the demand for any r**" 
mile’s worth of carriage is probably less in long transports 
of goods than in short transports. This consideration applies 
with especial force to articles of food and raw material, which 
are physically adapted to growth over a wide range of 
temperature and climate. But it has some relation to all 
sorts of goods and is, no doubt, partly responsible for the 
systems of tapering rates for goods, — ^but not for passengers, — 
that prevail in England, France and Germany.^ Hie case 
for discriminating rates is, however, much stronger, when 
A is connected with C by direct water transport, as well as 
by a railway from A to B pliis either more railway or water 
from B to C. In these circumstances the demand price 
of many imits of transportation from A to B, of any com- 
modity to be consumed at B, is likely to be much higher than 
the demand price of any unit of transportation from A to B, 
of the same commodity to be carried on from B to C. 
Grouping in accordance with this fact is responsible for the 
occurrence of rates from Cheshire to London, for goods 
imported through Liverpool, much below the rates for corre- 
sponding goods originating in Cheshire. On the same principle, 
“ special rates have been granted by the Prussian State 
Railways for the conveyance of grain traffic from Russia 
to oversea countries (Sweden, Norway, England, etc.), and 
the rate per ton per kilometre from the frontier to the 
German harbours, Kbnigsberg, Dsmzig, etc., is lower than 
the charge for German grain between the same points. 

. . . It was pointed out that this specially low rate was 
granted with the object of securing the traffic to the Prussian 

• Of. Marriott, Tht Fixing £aUt and p. 
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railways, as it need not necessarily pass over the Prussian 
lines, but could go via Riga, Eeval and Libau, and would 
have done so without this reduction in the rates/' ^ 

§ T. We are now in a position to compare the principle 
of cost of service and the principle of value of service 
from the point of view of the national dividend. It is wdl 
known that, in common opinion, the determination of railway 
rates by the value of service principle, or, in the alternative 
phrase, by what the traffic will bear, is unquestionably 
superior to its rival The popular view, however, as I 
understand it, rests, in the main, upon two confusions. The 
first of these starts from the assumption that the transport 
of copper and the transport of coal, and the transport from 
A to B when further transport respectively is, and is not, 
required, are joint products. This assumption was shown to 
be unwarranted in § 4. It proceeds by means of the further 
assumption that to charge for joint products rates adapted 
to comparative marginal demands is to charge in accordance 
with the value of service principle. This assumption is no 
less unwarranted than the other. A moment's reflection 
shows that to charge for joint products in this way would be 
to follow the guidance of the cost of service principle, or — 
what is another name for the same thing — of simple com- 
petition. The second confusion is an ignoratio eUnehL 
Arguments are advanced to prove that the value of service 
principle, in the proper sense of discriminating monopoly, is 
superior to simple monopoly. Thus it is pointed out that, 
when the conditions are such that the rate most advantageous 
to himself which the monopolist can make, subject to the 
condition that equal rates shall be charged for the transport 
of copper and of coal, will cause him to stop transporting 
coal altogether while continuing to transport copper at a high 
rate, the national dividend could be increased by permission 
to discriminate between the two rates.’ Such an argument, 
it is obvious, though valid in its own field, is wholly irrelevant 
to the question whether discriminating monopoly of the diird 
is superior, not to simple monopoly, but to simple 

* Xailvtay Gcn^irmet, ISOS, p. SS. 

* Of. Min, Part U. Ohaptor XTIL I It. 
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competition. When these confusions are swept away, the 
issue between the value of service principle and the cost 
of service principle in railway rates is seen to constitute a 
special case of the general issue, set out in the preceding 
chapter, between the said discriminating monopoly of the 
third degree and the said simple competition. 

§ 8. The result of the discussion on that issue was that 
simple competition is, in general, the more advantageous. 
There emerged, however, one set of conditions, in which the 
advantage lies with its rival These conditions are that, 
while no uniform price can be found which will cover the 
expenses of producing any quantity of output, a system of 
discriminating prices is practicable, which will make some output 
profitable. They have been illustrated by Principal Hadley, 
with special reference to discriminations between the charges for 
carriage from A to B that are made for goods going to B 
for consumption at B and for goods going to B for further 
transport to C. “Suppose,” he writes, “it is a question 
whether a road can be built through a country district, lying 
between two large cities, which have the benefit of water 
communication, while the intervening district has not” To 
meet water competition, the charge for carriage from one 
extreme A to an intermediate point B must be low for goods 
to be carried forward to the other extreme C; so low that, 
if it were applied to all carriage from A to B, it would make 
the working of this part of the road unprofitable. But the 
demand for carriage from A to B, in respect of goods to 
be retained at B, is so small that this alone cannot support 
the road, no matter how low or how high the rates are made. 
“ In other words, in order to live at all, the road must secure 
two different things — the high rates for its local traffic, and 
the large traffic of the through points, which can only be 
attracted by low rate.s. If they are to have the road, they 
must have discrimination.” An exactly analogous aigument 
can be constructed in favour of discriminations in the ton- 

* Bailroad Transportation, p. 116. It may oonooivably be objected to the 
ooDstmction of a railway in these circomstanoes that it will injure the riyw 
industry of water (»rriage to an extent that will offset the advantages to which 
it leads. This objection can, however, be shown to be inapplicable, so long 
as the railway as a whole pays its way. Of. cmte. Part II. Chapter IX. 8 H* 
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mile rates that are charged on different commodities, when the 
conditions are such that, apart from discrimination, there 
would be no quantity of transportation units, the proceeds 
of whose sale would cover their expenses of production. On 
tlie same principle, it may be argued that in some circumstances 
a roundabout line should be permitted to charge abnormally low 
rates between its terminal points, with the effect of preventing 
the development of a direct line between these points; for 
conditions may be such that, apart from this arrangement, 
no roundabout line could be profitably built, and so centres 
which it might serve would suffer. I have no quarrel with 
the proposition that these conditions may occur in practice. 
Principal Hadley and his followers, however, not content with 
demonstrating that they are possible, implicitly add, without 
argument, that they are typical of the whole railway world, 
and suppose themselves, therefore, to have proved that the 
value of service principle ought to be followed in the deter- 
mination of all railway rates. Such an uuargued inference is, 
jilainly, illegitimate. A careful inquiry is necessary concern- 
ing the range over which conditions of a sort to justify the 
value of service principle are likely to extend in practice. 

§ 9. From an analytical point of view, the situation is 
simple. As explained in the preceding chapter, in order that 
monopoly plus discrimination of the first degree may create an 
output where simple competition fails to do so — I take the 
simplest case, in which the demand in one market is independent 
of the price in the other — certain relations, which were there 
described, between the general conditions of demand and 
of supply must exist. The conditions enabling monopoly 
flM discrimination of the third degree to lead to this result 
are less predse. Circumstances, in which discrimination of the 
first degree would only just succeed, will not, in general, enable 
discrimination of the third degree to succeed. We may 
conclude, roughly, however, that discrimination of the third 
degree will have a good chance of succeeding — a chance that 
18 better, the more numerous are the markets between which 
discrimination is made, and the more satidactory, from the 
monopolist’s standpoint, is their constitution — when the con- 
ditions are such that discrimination of the fi»t degree would 
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succeed with a wide margin. Our problem is to determine 
how far this state of things is likely to occur in practice. 

First: it has been shown that the likelihood of this is 
greatest in forms of investment in which the law of decreasing 
supply price acts strongly.^ Among railways there is ground 
for believing that, at all events until considerable development 
has been reached, this condition is generally satisfied. The 
reason is that the fixed plant of a railway cannot, in practice, 
be so made as to be capable of effecting less than a certain 
considerable minimum of transportation. The aggregate 
costs of arranging for rail transport for one ounce per week 
are very nearly as great as those of arranging for the trans- 
port of many thousand tons. For the same heavy expendi- 
ture must be undertaken for surveying and legal charges, 
bridging valleys and torrents, tunnelling through rock, erect- 
ing stations and platforms, and so on. This implies that the 
law decreasing supply price acts strongly till a large invest- 
ment has been made, and afterwards less strongly. So far, 
therefore, conditions in which discriminating monopoly would 
prove superior to simple competition are more likely to occur 
in railway service than in some other industries. 

Secondly, it has been shown that the likelihood of 
discriminating monopoly yielding some output when simple 
competition yields none is greatest in forms of investment 
where the demand for the product is elastic.* In railway 
service, when once rates have been brought down to a moderate 
level, there is reason to believe that a small reduction of 
rates would call out a large increase of demand, not only 
from commodities that might otherwise have been transported 
by some other agency, but also from commodities that 
otherwise would not have been transported at all In other 
words, there is reason to believe that the demand is, in general, 
elastic. Here, too, then, it may be said that railway service 
is more apt to yield conditions suitable for discriminating 
monopoly than some other industries. 

Granted, however, both that the law of decu’easing supply 
price acts strongly until considerable density of traffic has been 

* Of. ante, Part II. Chapter XVII. | 9, and Appendix III. i 2®’ 

* IM. 
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attained, and that the demand for the service of railway trans- 
port is elastic, these conditions alone are by no means sufficient 
to ensure that discriminating monopoly would evolve some 
output, while simple competition would fail to do this. It 
is necessary, further, that the actual levels of demand price 
and supply price for a small quantity of service — more 
generally, the demand schedule and the supply schedule as 
a whole — shall be related in a particular way. Clearly, if 
the demand price for a small quantity is greater than the 
supply price, some output will be evolved under simple 
competition, and, therefore, the conditions we have in view 
do not arise. Clearly, again, if the demand price for a small 
quantity is very much less than the supply price, it is 
unlikely that any output will be evolved either under simple 
competition or under discriminating monopoly, and, therefore, 
again these conditions do not arise. In order that they may 
arise, a sort of intermediate position must, it would seem, 
be established. Thus, on the one hand, the district affected 
must not be too busy and thickly populated ; on the other 
hand, it must not be too little busy and sparsely populated. 
There is a certain intermediate range of activity and popula- 
tion that is needed. This range, compared with the total 
range of possibility, is naturally not extensiva Hence the 
probability that the conditions necessary to make discriminat- 
ing monopoly more advantageous to the national dividend 
than simple competition will be present in any railway 
selected at random at any time seems a priori to be very 
small. There are, indeed, many dicta of practical experts 
which suggest that they have in fact a wide range. But, 
as Edgeworth, who lays stress upon this point, recognises, 
“the testimony of high authorities would,’ no doubt, cany 
even greater weight if it should be repeated with a full 
recognition of the a priori improbability” to which it is 
opposed.' 

§ 10. It must be observed, however, that, as population 
and aggregate wealth in any country expand, the demand 
schedule for railway service, along any assigned route, 
gradually rises. Hence, though, at any moment sheeted 
* Seommk Journal, 1918, p. 228. 
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at random, it is improbable that the conditions affecting 
any route, selected at random, are such that a railway rate 
system based on the value of service principle would be 
more advantageous to the dividend than one based on the 
“cost of service principle,” it is not improbable that any 
route, selected at random, will pass through a period during 
which the conditions are of this kind. Such conditions tend 
to emerge when one point in the growth of wealth and 
population has been reached, and to disappear when another 
somewhat later point has been reached. K the cost of 
service principle ruled universally, and if no State bounties 
were given, certain lines would not be built till the arrival 
of the latter point — when there is hope of “ building up ” 
a demand by experience of supply, this point need not, of 
course, be such that the railway pays at the moment — 
despite the fact that they could have been built, with 
advantage to the community, on the arrival of the earlier 
point. The inference is that discrimination, or the value 
of service principle, should be adopted when any route is 
in the intermediate stage between these two stages, and that 
this principle should give place to simple competition, or the 
cost of service principle, as soon as population has grown 
and demand has risen sufficiently to lift it out of that 
stage.^ The period proper to the value of service principle 
would seem, in most ordinary lines, to be a comparatively 
brief one.® 

' Mr. Bickerdiko {Ecomm'k Journal^ March 1911, p. 148) and Mr. Clark 
{Bulletin of American Economic AssocUUion, September 1911, p. 479) argue, in 
effect, that the transition from the one system to the other should occur, not 
when rising demand lifts the railway in question out of the stage just described, 
but when, if ever, it rises so high as to impinge on that point of the supply 
curve at which a negative slope passes into a |>o»itive one. There is not, in 
my opinitm, any adequate grouiul for this view, 

2 It is possible to main tain, on lines similar to the above, that, after a 
railway has been built, and has reached the stage of profitable working on the 
cost of service principle, another stage will presently arrive, at which a return 
to the value of service ]>riin;iple would enable a second track to be laid down 
with advantage to the community, though, under a rate system based on the 
cost of service principle, sucli an extension would not aa yet be profitable to 
the company. This argument justifies the establishment of a system of 
discriminating rates, to he applied to traffic carried on the new track only J 
a modification of it justifies the establishment of such a system, to be applies 
exclusively to traffic carried in any addilional train or truck which, apart from 
discrimination, it is just not worth while to run. In praetioe, however, it 
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§ 11. Even this limited application of the principle is 
only warranted on the assumption that there is no third way 
between the pure value of service principle and the pure cost 
of service principle. In fact, however, there is a third way. 
Tlie cost of service principle may be maintained and the State 
may give a bounty. Plainly, with the help of a bounty exactly 
the same effect in speeding up the building of a railroad could 
be accomplished under the cost of service principle as would 
be accomplished under the value of service principle without 
a bounty. The community as a whole would be providing 
out of taxes the necessary profit for the railway, which, on 
the other plan, would come from the charges made to the 
p(!ople who buy the most highly charged freight service. 
Since the building of the railway is in the general interest, it 
would seem, on the whole, to be fairer that the taxpayers, 
and not a special class of traders — or rather, in the end, the 
consumers of these traders’ products — should provide these 
funds. In view of the practical awkwardness of changing 
from a discriminating to a non -discriminating system of 
rates when the intermediate stage described in the preceding 
jiaragraph is passed, the plan of giving a bounty for a time and 
withdrawing it when it is no longer needed is also superior 
from the side of administrative convenience. If, on account of 
the indirect advantages of cheap railway transport in facilitat- 
ing the division of labour between different parts of the countary, 
making possible the development of lai^e- scale localised 
industries, and, through the improved communication of 
markets, lessening local price fluctuations — all changes which, 
in one way or another, benefit production — ^it is held that the 
railway industry is one to which a general bounty should be 
accorded permanently, it is obvious that a second instrument 
ior doing what bounties can do by themselves is not required 
and that no place is left for the value of service principle. 

§ 12. Of the relative advantt^es of the cost of service 
P'liciple, or prices proper to simple competition, and the 


|i»pn>wiblc to apply th« value of service principle in this limited . If it is 
"troauccd for the traffic proper to the second track or the extra truck, it must, 
» >'«»1 life, be introduced for all the traffic carried on the line. The argument 
‘ f'lt above does not jnstifr tlUa. 
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value of service principle, or prices proper to discriminating 
monopoly, this is all that need be said. There is, however, 
yet another possible arrangement. Control might be exercised 
in such a way that a railway company should only secure 
competitive or normal profits on the wWe, but these profits 
might be obtained by a combination of some charges below 
cost with others above cost, just as a doctor’s profits are 
obtained by a combination of low prices to poor patients 
and high prices to rich patients. In one field of railway 
service there is a plain prima fatsvt case for an arrange- 
ment of this kind. Great social advsmtage can be derived 
from the provision of cheap workmen’s tickets : for in favourable 
circumstances this makes it possible for workpeople to live in 
the country, though working in towns, and thus to bring up 
their children in healthy surroundings.^ Such provision can be 
ensured if railway companies (whose earnings are supposed to 
be kept down by regulation to a normal competitive level) are 
compelled to make it, and are allowed to recoup themselves 
by " monopolistic ” charges upon other traffia Plainly, how- 
ever, exactly the same result can be achieved if the reimburse- 
ment required for the railway companies is provided out of the 
national revenue. There seems to be no good reason for 
throwing this burden upon persons who make use of the 
service of railways rather than upon the general body of tax- 
payers. For, though it may well be that railway service is a 
suitable object through which to impose a tax on these persons, 
we can hardly suppose that the extent to which they ought 
to be taxed through this object exactly corresponds to the 
amount of funds required for the bounty to poor purchasers of 
railway service. There is still less reason for allowing dis- 
criminated rates, determined, not in the purchasers’ interest, 

* In Belgium the system of cheap workmen’s tickets, which hss been carried 
to great perfection, seems to act in this way. (Cf. Kowntree, Lamd o/nd Lahour, 
p. 108.) Dr. Mshaim offers some confirmation of the view that it acts so in the 
fact that Belgium is a laud of ** large towns'* rather than of ** great cities, & 
mneh larger proportion of the population lining in communes of from 5000 to 
20,000 inhabitants in that country than in France or Oermany {Les jibon/nefftenis 
d*ouvriers, p. 149). At the same time, Dr. Mahaim admits that the cheap 
tickets have also an adverse etfect ** On commence par aller k la ville ou a 
Tusine en revenant tons les aoirs ou tous lee samedit ohea soi ; puis on s'habitue 
pen k peu au nouveau milieu, et Ton finit par s'y implanter ” (ibid* p* 1^®)* 
fact the cheap tickets ** apprennent le chemin de rtoigratioii«** 
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bnt at the choice of the railway companies themselves. Hence 
this system of discriminated charges coupled with regulated 
profits cannot, on the whole, be justified. We are thus left 
with the cost of service principle, modified at need, some- 
times by general bounties, sometimes by bounties on particular 
services deliberately sold for less than cost price. 

§ 13. One last point remains. To apply this cost of 
service principle accurately involves, as was shown in § 2, a 
number of delicate adjustments. For the principle leads, not 
to a single price for everybody, but to prices that vary with 
the incidental costs attaching to each service and with the time 
at which it is furnished in relation to the peak of the load. 
To provide for these adjustments in practice is often a very 
difficult matter involving costly technique and account-keeping. 
It is, therefore, always a question how near to the ideal it is 
desirable to approach ; at what point the advantage of getting 
closer is outweighed by the complications, inconveniences and 
expense involved in doing so. In the early days of the telephone 
service the desire for simplicity and ease in rate making led to a 
system in which flat rates were chai^edfor the use of instruments, 
without any reference whatever to the number of calls made; and 
water rates are even yet often based, not on any measurement 
of the supply that is actually taken, but on an estimate of what 
is likely to be taken, derived from the rental of the houses 
served. For electricity, while ingenious meters have been 
devised, which not only record the supply taken, but a ls o 
weight more heavily the part of it which is taken in the 
peak liours, nevertheless the high cost of any sort of meter 
still causes the service of small houses to be charged in many 
districts on a fiat unmetered rate. In like manner, though for 
the transport of parcels it has been thought worth while to 
take account, in the charges made, of those differences in the 
cost of service which arise out of differences of weight, for 
the transport of letters this is not done : and for neither parcels 
Jiov letters are charges adjusted to the distance (within the 
hritish Empire) over which they have to be conveyed. On 
Similar grounds of simplicity and cheapness, a railway 
administration, which had decided to base its rating system 
'^pon the cost of service principle, must, nevertireless, ignore, 
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within considerable limits, differences in the weight of luggage 
which different passengers cany. This class of consideration 
shows that there is not necessarily any departure from the 
spirit of the cost of service principle when a railway ad- 
ministration elects to utilise a system of zone tariffs. A street 
railway system obviously must do this ; for the mere fact that 
there is no coin smaller than a farthing makes it physically 
impossible to fix different fares for every different distance of 
journey. So long as the zones are narrow, zone tariffs on 
ordinary railways have an equally good defence. If, however, 
the zones are made broad, the cost of service principle is 
deliberately violated. A system under which the rates are 
the same for all places in broad zones involves substantial 
differentiation in favour of firms situated far from their 
markets, as against firms situated nearer to them. In effect, 
it confers upon them a kind of bounty at the expense of 
their rivals. It can, indeed, be shown that differentiation 
in favour of one source of supply as against another 
source may, in certain circumstances and if introduced in a 
certain manner, be advantageous to the national dividend. 
The sort of differentiation that results from the zone system is, 
however, random differentiation, not specially designed to 
favour a carefully chosen list of selected firms. It is, thus, on 
the average, like differentiation in favour of one set against 
another set of similar firms. This sort of differentiation causes 
the production (including transport) of some part of the 
commodity concerned to be carried out at greater real cost 
than is necessary; for the marginal real costs of producing 
anything in the distant source and bringing it to the market 
must necessarily be greater than the marginal real costs of 
producing it in the nearer source and bringing it to the market.* 
It is possible to maintain that the direct loss resulting from 
this may be balanced by the effect of the zone system in 
scattering the producing firms belonging to an industry, and 
so making combination, with the opportunity which this gives 
for anti-social monopolistic action, more difficult* But this 

^ Of. Quarterly JmmuU of Economies, February 1911, pp. 292*8, 297-8 
800 : also Departmental Committee on JSailway Sates, p. 10. 

* Of. Quarterly Journal of Eamomies, May 1911, pp. 498*8. 
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argument does not appear to have great force. It is not, in 
ilKulf, desirable to check the formation of large productive 
units, since such units introduce economies. As will be 
argued presently, it would seem a better policy to attack the 
evil consequences of monopolistic action, which combination 
threatens, directly, rather than indirectly by attempts to dis- 
courage unification.^ 

* Cf. Part 11. Chapter XXL § 2. 
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FUBCHASEBS* ASSOCIATIOKS 

§ 1. The results of the preceding chapters make it plain that, 
in many industries, neither simple competition, nor mono- 
polistic competition, nor simple monopoly, nor discriminating 
monopoly will make the value of the marginal social net pro- 
duct there equal to the value of marginal social net products 
generally, and, therefore, that they will not maximise either the 
national dividend or economic welfare. It will have been 
noticed, however, that the systems so far investigated have 
all been systems under which goods are produced by one set 
of people and sold to another set. The failures of adjustment, 
to which they lead, have, therefore, all been dependent on 
this fact Hence the question naturally arises : Could not 
these failutes be eliminated by the device of voluntary groups 
of purchasers imdertaking for themselves the supply of the 
goods and services they need ? 

§ 2. Now, the essence of a Purchasers' Association, 
whether it is formed of the consumers of finished goods or 
of producers who will utilise their purchases in further pro- 
duction, is that its policy is directed to maximise aggregate 
purchaser’s benefit minus aggregate costs. It must, therefore, 
call out just that quantity of output, which, except where 
others besides the purchasers of the commodity are affected 
by its production, will make the value of the marginal 
social net product of resources devoted to it equal to the 
value of the marginal social net product of resources in 
general. That is to say, other things being equal, it 
must eliminate, in great measure, the disharmonies belong- 
ing alike to monopoly and to simple competition. 

818 
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preliminary abstract statement does not, however, solve our 
problem. It is not enough to know that, if other thimgs art 
qiud, Purchasers’ Associations will advantage the national 
dividend. Before we can infer anything from this about 
t,he effect of these Associations in actual life, we need to 
inquire how they compare with ordinary commercial businesses 
in crude economic efficiency; for it is clear that any 
advantages, which a Purchasers’ Association may possess in 
price policy, and, therefore, in respect of the distribution of 
resources among different occupations, are liable to be out- 
weighed if it is inefficient on the productive side. 

§ 3. As a prelude to this task, it is desirable to guard 
against certain confusions. First and most obviously, we 
need to rule out all appeals to the superior efficiency, in 
certain fields, of Purchasers’ Associations, as compared with 
the members of these Associations operating as isolated 
individuals. It is easy to point to services, which many 
persons need in small individual lots, but which can be 
produced much more economically in laige lots. A good 
example is the service of marketing agricultural products 
of variable quality produced in small quantities by small 
farmers. For economical selling requires careful grading 
of qualities and a fairly continuous supply of each grade ; and 
small farmers, who attempt individually to market their 
butter or their eggs, are not operating on a large enough scale 
to meet these requirements satisfactorily. Thus Mr. Bider 
Haggard writes of Denmark: “In 1882 what was called 
peasant butter’ fetched 33 per cent less than first-class 
butter made on the big farms, but in 1894 the co-operative 
butter, which, of course, for the most part comes from the 
peasant farms, took more medals and prizes than that firom 
bbe great farms, and what used to be called second and third 
class butter ceased to exist as a Danish commodity of 
commerce.” ^ The fact, however, Uiat, for this kind of reason, 
bbe manufacture of butter, the curing of bacon, and the 
•marketing of eggji “ afford a splendid opening for the applica- 
bott of co-operative principles," is irrelevant to the present 
since these things also afford a splendid opening for the 

* Sural Ikamark, pp. 198>e. 
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application of commercial principles.* It is true that a 
Purchasers’ Association can work in this field much more 
cheaply than a single small farmer; but, exactly the same 
thing is true of an ordinary commercial firm, undertaking to 
sell the service of marketing to these farmers. Two examples 
are given by Sir B. H. Eew. “ One is the French butter trade, 
T his has been built up by the merchants in Normandy and 
Brittany — some of whom are Englishmen — who purchase 
the butter at the local markets from the individual farmers; 
and work it up in their blending houses. Another instance 
is the poultry trade in the Heathfield district of Sussex. There 
the system is that the fatteners, or ‘higglers’ as they are 
termed, purchase and collect the chickens from those who 
rear them ; they are then duly fattened, killed, and prepared 
for market, and again collected by the carrier or railway 
agent, by whom they are forwarded to London and othei 
markets. Both these are instances of complete organisation 
without co-operation.”* Secondly, we must refrain from 
stressing unduly the history of English Co-operative Storea 
The reason is that, when the device of Purchasers’ 
Associations was introduced into retail trading, it is very 
doubtful if the rival method was fairly represented. Partly 
in consequence of the imperfect competition between different 
shops, not all the economies that were available had been 
taken up.* Even from their own point of view, “retailers 

^ In like manner, the charge that the development of Purchasers* Associations 
vn the part of groups of persons other than ultimate oonsuniers may make 
possible monopolistic action against these consumeni is irrelevant ; for, so also 
may the development of commercial firms, 

^ Eew, An Agricultural Faggot^ p. 120. 

^ Care must ^be taken, however, not to treat as waste in the work of 
retailing those costs that are necessarily involved in the kind of retailing that 
the public chooses to ask for. •• Imagine that every one intending to buy a pair 
of shoes or a suit of clothes was called on to send notice of his proposed 
purchase a week or two in advance, to give a preliminary account of the thing 
wanted, and then to accept an appointment for a stated place or time at. which 
the purchases must be made. It is easy to see how the work of retailing could 
be systematised, how the selling force would be kept constantly employed, how 
stocks would be kept to the minimum. As things now stand, we pay heayil) 
for the privilege of freedom in the use of our time, for vaciDation and 
for the maintenance of a stock and a staff adequate for all tastes and ai 
emergencies. It is common to speak of the waste of competition ; much of i 
is in reality the waste necessarily involved in liberty*^ (TatMwig» 

Econtmic JReview, voL vi. No. 1 Supplement, J916, p. 182). 
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as a body kept fer more shops than was necessary, spent 
far too much trouble and money in attracting a few 
customers, and then in taking care that those few customers 
paid them in the long run — the very long run — for those 
goods which they had bought on credit, or, in other words, 
had borrowed; and for all this they had to charge. . . . 
Betail trade was the one accessible business — M aTsb aH was 
probably not thinking of house-keeping smd domestic cooking 
as a business — in which there were great economies to be 
effected.” ^ This view of the matter is fortified by Pareto's 
observation, that retail shops were easily ousted by the 
competition, not only of socUUs co-op4ratives, but also of les 
grands rmgasins * — to which should be added, in England, 
the very important multiple shops. A comparison between 
retail trading, as it stood when our consumers’ stores came 
into being, and these stores cannot, therefore, be accepted as 
a conclusive test of the relative merits of the industrial 
forms they represent. It is like a comparison between a 
member of one race whom there is some reason to suspect 
of being less healthy than the average of his compatriots and 
a thoroughly sound member of another. No great weight, 
therefore, can be attached to historical examples, and we 
are driven forward to an analytical study.* 

§ 4. In attempting, from this point of view, to estimate 
the economic efficiency of Purchasers' Associations, we may 
observe, first, that these Associations are, in structure, a 
form of Joint Stock Company. Like any other Joint 
Stock Company, a Purchasers’ Association is owned by share- 
holders, and is controlled by a manager under the supervision 
of a committee elected from among the shareholders. The 
alternatives to it are the private business and the ordinary 
commercial company. In attempting to compare its economic 
cffciency with theirs, we natur^ly look to the oiganisation 

' Marshall, Ifutugntai Addnm to tho Co-opentHvo Congrtss, 168S, p. 8. 

Cl. Court dUeowmie p<ditique, p. 274. 

It should be added that, ouen if oikor OUngt were eqwd, the payment 
® a diridend by a oo>operative society trading at the aame price as another 
oncern would not prove greater efficiency of management; for, if, as b 
tbe society |Hrooeeded to a greater extent on a system of cash sales, 
e amdend would pro kmio be simply payment to pnrohasem of interest on 
“•wr earlier di«jhargs of indebtsdnssJ!. 


X 
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of the management Under this Head the Purchasers’ 
Association and the commercial company alike are inferior 
to the private business, just in so far as Boards of officials 
lack the opportunities for quick action and the stimulus of 
personal possession belonging to the private business.^ But 
the Purchasers’ Association is likely, in some degree, to make 
up for this deficiency through the ardour instilled into the 
manager and the committee by the fact that they are engaged 
in a service suited to evoke public spirit The Purchasers’ 
Association may, in fact, utilise the altruistic motives, along- 
side of the egoistic, as a spur to industrial efficiency. A gainat 
this consideration, however, there has to be set a second. 
In so far as Purchasers’ Associations consist of poor persons, 
unaccustomed to large business, there is a danger that they 
may grudge adequate freedom to their managers and may 
discourage them by illiberal treatment in the matter of 
salaries. Furthermore, their committee-men are drawn from 
a more limited area, and are apt to possess less business 
experience than the directors of commercial companies. These 
conflicting influences will, of course, have different weights in 
different circumstances. 

Secondly, when any section of a country’s industry is given 
over to monopolistic competition, ordinary commercial businesses 
are bound to engage in much wasteful expenditure on advertis- 
ing, in the manner described in Chapter IX § 14. In this 
respect Purchasers’ Associations are in a much more favourable 
position. When the service they provide consist of such 
things as the purchase of agricultural feeding stuffs or manures, 
or the work of wholesale trading, they are practically assured, 
without any direct effort on their part, of the whole demand 
of their members. When they provide the service of packing 
eggs, or curing bacon, or converting Tnilk and cream into 
cheese and butter, their members may, indeed, sometimes be 
tempted by an offer of better terms to go elsewhere, but it is 

* In the United States, where the President of s oompsny often holds 
large individnal interest, it appears that ho sometimes acts on behalf of w* 
company, just as a prirate owner would do. "OanersUy 
President of an American C!orporation acts just as freely and energetically o 
behalf of his company as he wonld on his own faehdf" (Knoop, ;^***!!^ 
Bttdnett BiUerprUt, p. 26 }. He only eonsnlts the directon when he wl*o" 
to do so. 
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possible for the Societies, by making “ loyalty,” within limits, 
a condition of membership, in great measure to restrain such 
action without resort to advertisement. When they provide 
the service of retailing or of gmnting credit, the enforcement 
of loyalty by rule is, indeed, impracticable, and is not attempted ; 
but even here loyalty will in fact be largely maintained through 
the members’ sense of proprietary interest in their own shop. 
Amor^ non-members, no doubt, when it is desired to extend 
the range of any Association’s business, advertisement of 
one sort or another may be necessary. The Purchasers’ 
Association, however, has a considerable advantage over an 
ordinary Joint Stock Company, because it is able to offer to 
those who join it, not only cheap goods, but also a certain 
sense of part ownership in an important corporate institution. 
Such advertisement as it does undertake, therefore, is likely to 
prove more effective, and less of it is needed to achieve a 
given result. By so much its efficiency is, ccims paribus, 
greater than that of its rivals. 

Thirdly, there is another way, besides the saving of 
advertisement costs, in which “loyalty” makes for economy. 
As was pointed out in Chapter XIV. § 3, it enables the work 
of a co-operative concern to be conducted steadily without 
those large fluctuations, to which private concerns are often 
subject and the presence of which inevitably involves cost. 
Thus the rule insisting upon loyalty as a condition of member- 
ship of co-operative bacon factories and creameries enables 
these establishments to count on a constant supply of raw 
material with greater confidence than private firms can do ; ^ 
and, in like manner, the practice of the English and Scot^ 

‘ In the Daniih oo-opentire bacon factories loyalty is generally enforced by 
^ provision to the effect that members shall deliver all their saleable pigs (with 
certain specified exceptions) to the fhotory for a period of seven years, unless in 
the meantime they remove from the district (Bew, An AgHcuUtt^ 
pp. 123-4). In like manner many Irish dairying societies provide that “any 
member who shall supply milk to any creamery otiier than that owned by the 
xmiety for the space of three years from the date of his admission to membenddp, 
Wiout the consent in writing of the Committee, shall forfeit his shares together 
i'qi n>on«y credited thereon ” (^port on Co-operative Soeiaiee (Od. 804fi], 

'*12, p. zxxix). It will be noticed mat in these elaasss of sooieties— and it is 
my in them that loyalty is enforced in the rules — ^the use of a oomdderaUe 
P mic makes the maintenance of a steady demand a more importimt influence in 
unmatiug cost than it would bs in, say, an agrieoltniml pu^asing society. 
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Wholesale Societies and of local Betail Associations, in con- 
centrating the constant part of their demand upon their own 
productive departments and throwing the variable part upon 
outside traders, greatly lessens the fluctuations to which these 
productive departments are exposed. No doubt, the economies 
which co-operative concerns secure in this way have, from a 
national point of view, to be balanced against any diseconomies 
that may be caused to outside concerns by increased fluctua- 
tions thrown upon them ; and so are not a net gain to the 
nation. To the co-operative concerns themselves, however, 
they are a net gain. Moreover, in so far as the aggregate 
demand or supply of a market is constant, and fluctuations in 
the parts are due to other causes than fluctuations in the 
whole, the introduction of steadiness in one part cannot 
increase, but necessarily diminishes, the fluctuations of other 
parts. Hence it is probable that a considerable part of the 
economies which co-operative concerns derive from loyalty 
represent a net increase in efficiency for the community as a 
whole as well as for themselves. 

Fourthly, the relation that is set up between the various 
members of a Co-operative Society greatly facilitates the dis- 
semination among them of knowledge about the best methods 
of production. Thus Sir Horace Plunkett observes of the work 
of the Irish Department of Agriculture : “ It was only where 
the farmers were organised in properly representative societies 
that many of the lessons the Department had to teach could 
effectually reach the farming classes, or that many of the agri- 
cultural experiments intended for their guidance could be 
profitably carried out.” ^ The root of the matter is reached by 
Mr. Fay when he writes ; “ Both the co-operative society and the 
firm are trading bodies, and they will not pay the farmers more 
than their milk is worth. But, whereas the firm’s remedy is to 
punish the farmer by the payment of low prices, the society’s 
remedy is to educate him so tliat he may command high ones." 

Fifthly, when in any field of industry there is an element 
of bilateral monopoly, ordinary commerciid businesses and their 
customers, respectively, are driven to expend energy, if 

^ Irekmd in the New (kntury, p, 341. 

* Oo-vperatim at Some and Abriad, p. 134. 
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money, after the manner described in Chapter IX §§ 15-17, 
ill attempts to get the better of one another. Where a 
Purchasers’ Association exists, this class of expenditure k 
likely to be reduced. In co-operative retail stores, as 
Marshall has observed, the proprietors, since they are also the 
customers, have no inducement to adulterate their goods, and 
costly precautions to prevent such adulteration are, therefore, 
unnecessary.* The gain is no less clear in societies providing 
for their members the services of insurance and the retailing 
of loans. The insurance contract is conditional on some event 
happening to the buyer ; the loan contract is conditional on 
the buyer’s promise to repay. In the one case the buyer 
may gain at the seller’s expense by simulating, or even by 
voluntarily bringing about, the event provided against ; in the 
other he may gain by deliberately breaking, or by so acting 
as to render himself unable to perform, his promise. Now, it 
is, of course, true that individual buyers are able to gain by 
this class of conduct, not only when the relation of identity 
between buyers and sellers collectively does not exist, but also 
when it does exist. The point, however, is this. Under the 
Joint Stock form of industrial organisation the fraudulent or 
(juasi-fraudulent conduct of one buyer does not matter to the 
other buyers, and can, therefore, only be guarded against by an 
elaborate and continuous system of inspection. Under the 
Purchasers’ Association form, however, the other buyers are 
directly injured by such conduct, and are, therefore, interested 
to prevent it If, then, the Purchasers’ Association consists 
of neighbours, all will, incidentally and in the course of the 
ordinary conduct of life, constitute themselves voluntary and 
unpaid inspectors of each. In this way small local Purchasers’ 
Associations for the supply of insurance or the retailing of loans 
ore, in effect, free from a substantial part, not merdy of the 
nominal, but also of the real, costs that Joint Stock Companies 
ottempting to furnish these services would be compelled to bear. 
In so far as people are less willing — apart altogether from the 
Prespect of success — ^to try to defraud a Mutual Association than 
0 oomniercial company, the gain under this head is increased. 

§5. The various advantages that have been enumerated above 
* Gf. lungunl Addrew to tiio Oo.«pintiT» Oongren, 188S, p. 7. 
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suggest that there is a wide field over which Purchasers’ Associa- 
tions are likely to prove at least as efficient as any other form 
of business organisation : and in many important departments 
of industry they have proved their fitness by prosperous survival 
This is true of the so-called supply associations often formed 
by farmers — associations, that is to say, which supply to their 
members the service of marketing from manufacturing firms 
such things as manure, seeds and agricultural machinery. It 
is true of the agricultural selling societies, which provide 
such services as the sorting, grading, selling and packing of 
eggs or of butter. It is true of the Co-operative Creameries, 
which play so important a part in Denmark and in Ireland, and 
whose services include a manufacturing as well as a marketing 
operation. Last but not least, it is true of that widespread 
organisation based on consumers’ stores, which provides for the 
retailing, wholesaling, and sometimes even the manufacturing, 
of staple household goods (including houses themselves) for 
large agglomerations of working people with fixed homes. 

§ 6. Even, however, in departments of work where ex- 
perience gives good hope of efficiency and success, it does not 
follow that Purchasers’ Associations will always come into 
being. Very poor people may lack the initiative and under- 
standing needed to form one. Where the population is 
migratory, attempts are especially unlikely to be made — a 
circumstance which explains why co-operative stores “have 
seemed to shun capital and seafaring towns.” Better-to-do 
persons, while fully competent to develop Purchasers’ Asso- 
ciations, if they had the wish, may, in fact, not have the 
wish. With commodities on which they only spend a very 
small part of their income at rare intervals — commodities that 
are luxuries to the main body of purchasera — the possible 
savings may be too small to be worth while. Or again, even 
when they are worth while, it may be possible to get an 
equivalent advantage in some other less troublesome way. 
British tenant farmers, for example, with their traditional right 
to appeal to the squire in times of difficulty for a reduction of 
rent, are slow to overcome their native individualism for th® 
(to them) relatively small advantages of oo-operation with their 
neighbours. No doubt, encouragement may be given to them 
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l)y State action. Thus in C^ada “in 1897 the Dominion 
Department of Agriculture established a system by means of 
which loans were made to farmers who undertook to organise 
themselves into Butter and Cheese Manufacturing Associations 
and to send their produce to Co-operative Creameries equipped 
by means of the loans. The Department undertook to 
organise the management of these creameries, and to manu- 
facture and sell the butter for a fixed charge of four cents 
(2d.) per lb., an additional charge of one cent per lb. being 
made for the amortisation of the loans.” ^ But this device is 
obviously of limited scope. Moreover, there are a number 
of very important sorts of work to which the Purchasers’ 
Association form of organisation is not well suited. When- 
ever a laige speculative element is present, whenever, in other 
words, much uncertainty has to be borne, this factor of pro- 
duction will not be readily forthcoming from organised 
purchasers. For, if capital has to be ventured at a hazard, the 
people who venture it will expect to exercise control, and to 
harvest the profits, more or less in proportion to their venture. 
Associations that raise capital at fixed interest and distribute 
surplus in accordance, not with investment, but with purchases, 
do not enable them to do this. The graded machinery of 
debentures, preference shares and ordinary shares furnished by 
Joint Stock Companies is much more satisfactory. In risky 
undertakings, therefore. Purchasers’ Associations will not work. 
Nor will they work as regards commodities and services for 
which economy demands centralised production, but of which 
the purchasers are spread over wide areas and make their 
purchases at irregular intervals. The idea, for instance, that 
the services now rendered by the cotton industry could be 
provided satisfactorily by any arrangement of Purchaser’ 
Associations is plainly fantastic. “ In many cases the users or 


consumers of the service do not form a practicable constituency, 
“part from that of themselves aa citizens, which could control 
tile administration. The national railway service could hardly 
“c governed by the votes of the incoherent mob of passei^iers 
^“0 pour out of the termini of our great cities; or the 
® aracteristic municipal services by any other membership 


* Uavor, Beport m th» Ocmadiim North- Wttt, p. 44. 
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than that of all the municipal electora”* We conclude, 
therefore, that, though the Purchasers’ Association, as a means 
of overcoming the evils of ordinary competitive and ordinary 
monopolistic industry, has, undoubtedly, an important part to 
play, the held open to it is limited in extent, and the study 
of further remedies is, therefore, still required.* 

1 Webb, A CondUvMon for the Sodalistie Comnumtoealth, p. 262. 

* For a full discussion of the various forms of co-operative activity, vide Fay, 
Co-operation at Home and Abroad. I am also indebted to Mr. Fay for uaCInl 
eriticism and suggestion in connection with this chapter. 



CHAPTER XX 


INTERVENTION BY PUBLIC AUTHORITIES 

^ 1. Over the large field of industry, where voluntary 
Purchasers’ Associations are not an adequate means of over- 
coming those failures in industrial adjustment which occur 
under the more ordinary business forms, the question arises 
whether the magnitude of the national dividend might not 
be increased by some kind of public intervention, either by 
the exercise of control over concerns left in private hands or 
by direct public management. In the present chapter we are 
concerned, not with the comparative merits of these two sorts 
of intervention, but with the broadest aspects of intervention 
generally. 

§ 2. It is natural at first sight to look for light on this 
question from the experience of the war. The urgent national 
need for enlarged supplies of munitions, home-grown food, 
ships, and certain other articles, led to extensive State inter- 
vention in production. National productive establishments 
were set up, emd private establishments were controlled 
and sometimes accorded special grants to enable them to ex- 
pand their operations ; while the Board of Agriculture took 
powers to enceurage, and, if need be, to compel, increased 
cultivation of land, and also provided a number of facilities in 
way of soldiers’ and prisoners’ labour and specially im- 
ported machinery to assist farmers. A study of what was 
accomplished under these and other heads would, indeed, be 
great interest. But it would not really do much to hdp 
®'Jr present inquiry. The difference between war and peace 
conditions is too great In those four years of strain the 
“aderlying motive of the main part Uie Government’s 

S39 
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industrial action was to force capital, enterprise and labour, 
forthwith and at no matter what cost, into the production 
of particular urgently needed things. Nobody denies that, 
when there is a shortage of anything relatively to the demand 
for it, this fact by itself always tends to stimulate people to 
direct their efforts towards producing that thing rather than 
other things. But this reaction is usually a slow one ; and in 
the Great War the essential requirement was always speed.' 
The principal purpose of government assistance and coercion \ 
was to secure this ; to surmount at once by direct attack 
obstacles that, in the ordinary course, could only be turned by 
a slow and gradual movement. The need for such action 
was, of course, intensified in industries where the Government 
itself, by artificially keeping down prices, had removed what 
would normally have been the main stimulus to private efforts 
after increased production. With the end of the war all this 
has been changed. The problem of national economy is no, 
longer to effect an instantaneous transformation from one 
scheme of production to another, but to maintain permanently 
the best scheme. To show that Government is fit (or unfit) 
to accomplish the former of these tasks is not to show that 
it is fit (or unfit) to accomplish the latter. Moreover, the 
scheme of production called for in the Great War involved 
an enormous output of things of uniform types for the direct 
use of Government itself. To show that Government is fit 
(or unfit) to control or operate industries devoted to a scheme 
of this kind is not to show that it is fit (or unfit) to control 
or operate industries devoted to the more variegated scheme 
called for in normal times. Yet again, in the Great War, the 
various controls set up by Government were necessarily im- 
provised in a great hurry in a time of abnormal difficulty and 
pressure. No evidence that intervention in these conditions 
was wasteful or ineffective could prove that it would display 
the same defects in the more favourable conditions of normal 
life. For these reasons war experience can afford very Wtl® 
real guidance, and our problem must be attacked by other 
means. 

§ 3. For some persons the obvious approach towards it 
is blocked by the supposition that certain industries, those, 
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namely, that make use of the right of eminent domain, such 
as railway service (national and street), gas-lighting, electricity 
supply, water supply and so forth, are, for that reason, suitable 
for public intervention, while other industries, because tibey 
do not make use of the right of eminent domain, are not 
suitable. This supposition is erroneous. It is true that the 
exercise of eminent domain practically implies monopoly, since 
neither State nor mimicipal authorities are at all likely to allow 
double parallel interference with streets and highways. But 
this circumstance only puts these public utility services into 
the general class of monopolistic services : it does not render 
them different, in any essential respect, from services that 
have come into that class — like the oil and tobacco industries 
in America — in quite other ways. Thus eminent domain 
ifl in no way a condition precedent either to governmental 
management or to governmental control through a licence. 
Public slaughter-houses, licensed premises for the sale of 
intoxicants, and the system of licensed cabs in London are 
practical illustrations of this fact. The broad question of 
policy is different according as we are concerned with mono- 
polistic or with non-monopolistic industries; it is different 
again, within monopolistic industries, according as dis- 
criminating prices are, or are not, practicable; but it is the 
same, ceteris paribus, whether the industry concerned does or 
does not require to exercise the right of eminent domain. 
No doubt, as will appear presently, undertakings at the 
start of which this right has to be exercised, since they 
necessarily come into contact with the public authorities in 
their first beginnings, and, therefore, can be brought under 
control at once before any vested interests have grown up, 
can be subjected to public intervention much more easily 
than others. This distinction of practice is very important, 
hnt it is not, and should not be treated as, a distinction of 
principle. 

§ 4. In any industry, where there is reason to believe 
that the free play of self-interest will cause an amount of re- 
^oyces to be invested different from the amount that is re- 
^oired in the best interest of the national dividend, there is a 
pirn fcuyifi case for public intervention. The case, however. 
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cannot become more than a prtma fame one, until we have 
considered the qualifications, which governmental agencies 
may be expected to possess for intervening advantageously. 
It is not sufficient to contrast the imperfect adjustments 
of unfettered private enterprise with the best adjustment 
that economists in their studies can imagine. For we 
cannot expect that any public authority will attain, or wifi 
even whole-heartedly seek, that ideal Such authorities 
are liable alike to ignorance, to sectional pressure and to 
personal corruption by private interest. A loud-voiced part 
of their constituents, if organised for votes, may easily 
outweigh the whole. This objection to public intervention 
in industry applies both to intervention through control of 
private companies and to intervention through direct public 
operation. On the one side, companies, particularly when 
there is continuing regulation, may employ corruption, not 
only in the getting of their franchise, but also in the execution 
of it “Eegulation does not end with the formulation and 
adoption of a satisfactory contract, itself a considerable task. 
... As with a constitution, a statute, or a charter, so with 
a franchise. It has been proved that such an agreement 
is not self-enforcing, but must be fought for, through a term 
of years, as vigorously as at the time of formulation and 
adoption. A hostile, lax, or ignorant city council, or even 
a State legislature, may vary the terms of the agreement 
in such a manner as totally to destroy or seriously to impair 
its value.”* For this the companies maintain a continuing 
lobby. “ It is from them that the politicians get their 
campaign funds.”* This evil has a cumulative effect; for 
it checks the entry of upright men into government, and 
so makes the corrupting infiuence more free. On the other 
side, when public authorities themselves work enterprises, the 
possibilities of corruption are changed only in form. “The 
new undertakings proposed by the municipalisers would lead 
to dealings to the extent of many million dollars with trades- 
men, builders, architects, etc., to the increase, by hundreds, o 

• Municipal and Private Operation of Public UtSitiec (Report to the NetionJ 
Oirio Federation, U.8.A.), vol. i. p. 89. 

• Bemia, Munid^ Menopdiet, p. 174. 
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important offices, and to the employment of tens of thousands 
of additional public servants. Party leaders would have their 
proportion of increased patronage. Every public ojBficial is a 
potential opportunity for some form of self-interest arrayed 
against the common interest." ^ 

§ 6. The force of this argument for non-interference by 
public authorities is, clearly, not the same at all times and 
places ; for any given kind of public authority will vary, alike 
in efficiency and in sense of public duty, with the general 
tone of the time. Thus, during the past century in England, 
there has been “ a vast increase in the probity, the strength, 
the unselfishness, and the resources of government. . . . And 
the people are now able to rule their rulers, and to check 
class abuse of power and privilege, in a way which was 
impossible before the days of general education and a general 
surplus of energy over that required for earning a Uving."* 
This important fact implies that there is now a greater likeli- 
hood that any given piece of interference, by any given 
public authority, will prove beneficial than there was 
in former times. Nor is this all. Besides improvement in 
the working of existing forms of public authority, we have 
also to reckon with the invention of improved forms. This 
point may be put thus. The principal disadvantages of 
municipal and national representative assemblies, as organs 
for the control or the operation of business, are four in 
number. First, in the United Kingdom — ^though this state- 
ment is hardly true of Germany — these bodies are primarily 
chosen for purposes quite other than that of intervention in 
industry. Consequently, there is little reason to expect in 
their members any special competence for such a task. 
Secondly, the fluctuating make-up of a national government 
or of a town council is a serious handicap. Sir W. Preece 
wrote; “I have the experience of electric lighting in my 
®ind. Large municipalities overcome the difficulty by 
forming small and strong committees and selecting the same 
obairman, and thus maintain a kind of continuity of policy. 
Small corporations start with very large committees; they 

2 * and PrivaU OptraMon ZIQjliMw, voL L p. 42®. 

UarahaU, Soonomio Ohlvalij,” Jbunml, 1907, pp. 18-19. 
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are constantly changing, and the result is that you find, some* 
times inability to agree upon the system to be used, some- 
times inability to agree upon the means to be employed to 
conduct the service ; and it is incessant trouble and 
squabble.”^ Moreover, this incident of fluctuating mem- 
bership may lead to action based on short views — views 
bounded by the next election, not extending to the permanent 
interests of the community. Thirdly, the areas, to which 
public authorities are normally allocated, are determined by 
non -commercial considerations, and, consequently, are often 
likely to prove unsuitable for any form of intervention with 
the working of an industry. It is well known, for example, 
that attempts, on the part of some municipalities to regulate, 
and of others to operate, the service of street-traction and the 
supply of electrical power have suffered greatly from the 
fact that these services, since the development of modem 
inventions, can be organised most economically on a scale 
much in excess of the requirements of any one municipality. 
Finally, as indicated above, regular governmental agencies, 
in so far as they are elective bodies, are liable to 
injurious forms of electoral pressure. These four disad- 
vantages are all serious. But all of them can be, in great 
measure, obviated. The first, second and fourth are practically 
done away with under a system of municipal government 
such as prevails in Germany, where the burgomasters and 
aldermen, corresponding to the English chairmen of com- 
mittees, are whole-time paid experts with practically permanent 
tenure of office. All four disadvantages can be overcome, 
perhaps even more effectively, by the recently developed 
device of Commissions ox ad hoc Boards, that is to say, bodies of 
men appointed for the express purpose of industrial operation 
or control An example of a Commission for operation is 
afforded by the Railway Department of New South Wales 
or the Port of London Authority in this country, and one of a 
Commission for control by the Interstate Railway Commission 
of the United States. The members of such Commissions can be 
specially chosen for their fitness for their task, their appoint- 
ment can be for long periods, the area allotted to them can 
* H. Meyer, ilwnddfal OvmenSt/iip in Qrtat Sri$aiktt p. 268. 
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be suitably adjusted, and their terms of appointment can be 
8uch as to free them, in the main, from electoral pressure. 
The system of Commissions or ad hoe Boards also, in great part, 
escapes a further important objection to intervention in in- 
dustry by such bodies as municipal councils. This objection, as 
stated by Major Darwin, is that such intervention "lessens 
the time which these bodies can devote to their primary and 
essential duties, and, by increasing the unwillingness of busy 
men to devote their time to public affairs, it lowers the 
average administrative capacity of the Local Authorities.”^ 
When industries are operated or controlled by special public 
Commissions, this objection is inapplicable. The broad result 
is that modern developments in the structure and methods of 
governmental agencies have fitted these agencies for beneficial 
intervention in industry under conditions which would not 
have justified intervention in earlier times. 

^ Darwin, Mvmicipal Tra/Ae^ 102. 
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PUBLIO OONTEOL OF MONOPOLY 

§ 1. In the course of Chapters IX., X. and XI., reference 
was frequently made to devices, by which the State could 
interfere, where seK-interest, acting through simple com- 
petition, failed to make the national dividend as large as 
it might be made. Apart from governmental operation of 
industries into which the right amoimt of resources would 
not otherwise be turned, and apart also from penal 
legislation in extreme cases, these devices were fiscal in 
character and consisted in the concession of bounties or 
the imposition of taxes. Where self-interest works, not 
through simple competition, but through monopoly, fiscal 
intervention evidently ceases to be effective. A bounty 
might, indeed, be so contrived as to prevent restrictions of 
output below what is socially desirable, but only at the 
cost of enabling the monopolist to add to his already 
excessive profits a large ransom from the State. In the 
present chapter, therefore, I propose to consider what methods 
are available under conditions of monopoly. For simplicity 
of exposition, I shall ignore the qualifications set out in 
Chapter XI. and proceed as though simple competition 
might still be believed, as it was believed by some of the 
more rigid followers of the classical economists, to make the 
national dividend a maximum. The State, then, contemplating 
a monopoly or the possibility of a monopoly in some industry, 
may be supposed to contrast the dividend under it with the 
dividend under simple competition. Its problem will be, not 
to make things perfect, but to make them as good as they 
would be if monopolistic power were not at work. 

886 
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§ 2. In industries where monopolistic power is liable 
to be introduced through the development of combinations, 
it is open to the State, if it chooses, to aim at preventing 
monopoly power from arising, or, if it has arisen, at destroy- 
ing it. The original Federal Anti-Trust Law (1890) of the 
United States, commonly known as the Sherman Act, was 
overtly directed against actions "in restraint of trade or 
commerce among the several States,” but was interpreted in 
the earlier decisions of the Supreme Court as an Act banning 
all combinations large enough to possess a substantial element 
of monopolistic power. Thus Justice Harlan’s judgment in 
the Northern Securities Case, 1904, asserted that “ to vitiate a 
combination, such as the Act of Congress condemns, it need 
not be shown that the combination in fact results, or will 
result, in a total suppression of trade or in a complete 
monopoly, but it is only essential to show that by its necessary 
operation it tends to restrain interstate or international trade 
or commerce, or tends to create a monopoly in such trade or 
commerce and to deprive the public of the advantages that 
flow from free competition.”^ The Clayton Law of 1914, 
while making no further provision as regards combinations 
that had already been formed, follows the line of this inter- 
pretation as regards the formation of new combinations in the 
future. It lays it down, not only that no person shall be 
a director of more than one large bank or large corporation, 
but also that no corporation shall acquire — acquirements 
already made are not affected — the whole or part of the 
stock of any other corporation, when the effect of such 
acquisition may be substantially to lessen competition, or 
to restrain commerce in any section of the community, or 
to tend to the creation of a monopoly in any line of commerce. 
This general policy — ^trust prohibition and trust breaking — 
seems, however, to be open to three serious objections. 

First, it is a policy exceedingly difficult to enforce in 
an effective manner. The legislature and the courts may 
succeed in getting rid of certain forms of combination, 
^nt the result will often be merely the appearance of other 
forms — possibly of forms, which, as would happen if an 
^ Jenkt aud dark, Tht Tnut JProbhm, p. 296. 
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informal price-fixing agreement took the place of a complete 
amalgamation, sacrifice the merits, without getting rid of 
the demerits, of those which preceded them. The declaration 
of the Supreme Court of the United States, that the granting 
of a power of attorney to common trustees by a number 
of companies was ultra vires, led, in some industries, to the 
purchase of a majority of stock in each of the companies 
by the said trustees, and, in others, to the substitutioii 
of a holding company for a trust. Governmental attacks 
on holding companies can easily be met either by com- 
plete consolidation, if this is not also made illegal, or by 
dissolution into separate companies, each subject to the 
same controlling interest. The Austrian law against Kartels 
likely to injure the revenue abolished Kartels possessed of 
a central office; but only with the result of substituting 
informal understandings. The British Committee on Eailway 
Agreements and Amalgamations (1911) summed up the situa- 
tion thus : “ While Parliament may enact that this must be 
done and that must be prohibited, past experience shows that 
even Parliament appears to be powerless to prevent two parties, 
either by agreement or without formal s^reement, from ab- 
staining from a course of action, namely, active competition, 
that neither party desires to take. Parliament can, of course, 
refuse to sanction Bills authorising the amalgamation or 
working union of two or more railway companies, and may 
provide that certain classes of agreement shall be invalid 
or even illegal But it cannot prevent railway companies 
[and, of course, the same thing is true of industrial companies] 
coming to understandings with each other to adopt a common 
course of action, or to cease from active competition.” ^ The 
recent policy of the United States Government and Courts, 
in forcing the dissolution of monopolistic companies into their 
constituent parts and providing at the same time various 
regulations to prevent these from becoming subject to a common 
control, may, indeed, for a time be more effective, and, even 
though it does not succeed in stimulating real competition 
among men formerly colleagues, yet may, by its harassing 

• DepaHiM/ntal CommitUe on Bailwwu AgrtommU* and AnudgamaHom, 
1911, p. 18. 
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effect, make the task of foiming new combinations less attractive. 
It was stated, for example, by Professor Durand in 1914, that 
no new combinations had been formed since the Government 
began to bring suits under the Sherman Act.' This, how- 
ever, is no longer true. In the Memorandum on American 
Combinations furnished by the Board of Trade to the 
Committee on Industry and Trade in 1927, the following con- 
clusion is reached. “ Only a very partial success has been 
achieved in preventing the growth of combination or the 
lessening of competition. The experience of the administra- 
tion of the Sherman Act between 1890 and 1914 seems to 
have been repeated. When one form of combination is 
attacked and declared illegal, the lawyers advising the corpora- 
tion evolve a new form, which, even if an objection by the 
Federal Trade Commission is eventually upheld, takes a 
considerable period to upset.” * Thus it may still be claimed, 
as the teaching of experience as a whole, that laws aimed 
directly at “ maintaining competition ” have very small pros- 
pect of succeeding in their purposa 

There is a second serious objection to this policy. The 
root idea lying behind it is that competition implies a 
condition of things in which the value of the marginal 
social net product of investment in the businesses affected 
is about equal to the value of the marginal social net 
product elsewhere. But, passing by the qualifications to 
this view set out in Chapters IX and XL, we have to 
note that the competition, from which the above good result 
may be expected, is “simple competition," whereas the com- 
petition, to which laws against combination lead, will very 
probably be monopolistic competition, namely, competition 
among a few competitors. With railway combinations this 
result is certain ; for the number of railways plying between 
any two given centres is necessarily very small With 
industrial combinations the issue at first sight seems more 
doubtful, since there is no such necessary limitation in the 
number of industrial concerns of any given type. Whmi, 

'Of. Anurieem JBeonomk Stviete Supphmewt, Much 1914, p. 176. For a ftUl 
Mount of Amorioan Anti-Trust Laws and Cases, of. Davies, Tnut lam and 

GompeUtUm, 

faxton in IndmMal and Oommereiat 1927, p. 107. 
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however, we reflect that combinations can rarely be organised 
except in industries where, as a matter of fact, the number 
of leading firms is small, the force of this objection is much 
reduced. Among industrial combinations, as well as among 
railway combinations, dissolution is much more likely to 
lead to monopolistic than to simple competition. It has 
been shown, however, in Chapter XV., that monopolistic 
competition does not tend to bring about an output of 6U(j;h 
a magnitude that the value of the marginal social ne^ 
product of investment in the industry affected is equal to 
that prevailing elsewhere. On the contrary, the output is 
indeterminate. When the competitors hope to destroy or to 
absorb one another, we may get "cut-throat competition,” 
under which production is carried so far as to involve absolute 
loss ; and the chance of this is made greater by the desire of 
one giant business to win even a barren victory over another. 
In short, even if the conditions were such that laws for " main- 
taining competition” could really prevent combination, they 
would still be unable to secure the establishment of competi- 
tion in that sense in which alone it can be expected to evolve 
the level of prices and the rate of output which is most 
advantageous from the standpoint of the national dividend. 

Even now, however, the case against the policy we are 
considering is not exhausted. There remains a third objection. 
Combination is not the parent of monopoly only, but also, 
very often, of incidental benefits. Thus, as was observed in 
Chapter XIV., a combination, which is large relatively to the 
market in which it trades, has more inducement than a small 
single seller to adopt a policy of developing demand among 
potential customers, since it may reckon on receiving a larger 
proportion of the gain resulting from any investments which 
it may make with this object. In addition to this, a large 
combination will often enjoy certain economies of production, 
which, if the Government were to adopt a policy of main- 
taining active competition, would fail to emerga No doubt, 
some of those forms of Kartel agreement, under which a pro- 
portion of the market is guaranteed to the several mem^rs, 
since they tend to conserve weak firms, which compcti^'i®® 
would “ naturally ” destroy, not only fail to yield 
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but actually yield diseconomies.^ It should be observed, how* 
ever, that pooling agreements do not necessarily act in this way. 
The British Committee on Trusts (1919), for example, reports 
that in a great many associations there is an arrangement 
under which firms, on producing less than their quota, receive 
from the pool 6 per cent in value upon the amount of 
their deficiency. It was urged by some witnesses that this 
arrangement had the effect of driving weak firms out of the 
industry by the economical method of pensioning, instead of 
the more costly method of fighting them.* Against this, indeed, 
we have to set the fact that the money to provide the 
pensions has to be obtained by some kind of tax on firms 
that exceed their quota — a necessary discouragement to them. 
Moreover, some forms of pool, by nmking the profits of each 
member severally depend on the efficiency of all collectively, may 
lead to relaxed energy and enterprise. But, on the other hand, 
in all combinations that involve any measure of common 
management, savings of the kind referred to in Chapter XIV. 
are bound to accrue in greater or less degree.* In a 
peculiar industry like the telephones, where the actual thing 
supplied to A is improved if B draws his supply from the 
same agency, the advantage is especially great. It may also 
be considerable in more ordinary industries. iTvUr alia, 
weak or badly situated plants are apt to be shut down 

' Of. Walker, OombiruUunu in the German Goal Jnduttry, p. 822. Mr. Walker 
points out, however, that this tendency, at all events in the Ruhr Kartel, is 
Bmalier than appears at first sight, since the large mines, by sinking more 
shafts and by baying up small mines, can increase their participation '* 
(ibid. p. 94). Hoigenroth, in his ExfortpolUik der KarUlU, emphasises this point 
in regard to Kartels generally. He points ont further that the anti-economic 
eRects of Eartels are mitigated by their tendency to lead to the development 
of “mixed works,” which refuse to admit any limitation in their output of 
raw stuff to be worked up in their own farther products. Thus among these 
imiKirtant mixed works the selective influence of competition is not restrained 
by agreements (loc. eit. p. 72). 

Report of the Committee on Trusts, 1919, p. 8. 

’ Of. Liefmann’s statement: “TerschiedenegrosseUntemehmungenerwarben 
nteilich diese kleinen Zechen nur um ihrer Beteiligungssiflfor im Syndikat 
legten sie aber ^nn still und forderten deren Absatzquote auf ihren 
Bigeuen Schaohten biUiger. War dies auoh natiirUch fur die betroffenen Arbeiter 
“nd Oemeinden sehr naohteilig, so ist dooh su beriioksiohtigen, dass diese 
•ueinen Zechen bei freiw Konkurrens lingst sugmode gegangoi wSren. Hbch- 

dann die BtiU-legung und ^e Sntiassung der 
Jbeiter sich weniger pldtslich voUsogen hitte and linger voraussehbar gewesea 
(KwrUlU^ IWsto. p^ «l4 
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much more quickly than they would be under oompetitiou ; 
while, among those that remain, the purposive force of “ com- 
parative cost accounting may be expected to stimulate the 
energy of managers more strongly than the blind force of 
market rivalry could ever do.^ 

We must, indeed, be on our guard against exaggerating 
the importance of these economies. For, if by combination 
we mean existing combinations, it is necessary to recollect 
that, since the magnitude of the unit of control is determined 
by monopolistic considerations as well as by considerations 
of structural and other economies, this unit is often larger 
than the unit of maximum efficiency. If we mean only 
such combinations as it would be profitable to form de, novo, 
were the exercise of monopolistic power wholly excluded, 
combination will, indeed, evolve the unit of maximum im- 
mediate efficiency, but that unit will very likely prove too large 
when ultimate indirect effects, as well as immediate effects, 
are taken into account. For this there are two reasons. The 
first is that a producer controlling the main part of any 
industry, in considering the wisdom of adopting any mechanical 
improvement, is tempted to take account, not merely of the 
direct positive yield to be expected from capital invested in 
that improvement, but also of the indirect negative yield in 
lessening the returns to his exbting plant. But, if he does 
this, he will, as was shown on pp. 190-92, be holding back from 
improvements which it is to the interest of the national 
dividend that he should adopt A monopoly makes no proper 
use — at all events is under temptation to make insufficient 
use — of that invaluable agent of pn^ess, the scrap heap.* 
The second reason is that indicated in Chapter X., namely, 
that large combinations, by lessening the opportunities for train- 
ing in the entrepreneur function, which are available when men 
who have done well in one company can be passed on to more 
responsible work in another, and by weakening the stimulus 
to keenness and efficiency, which is afforded by the rivalry of 

* Of. Macgregor, Ivdiut/rM ConMmtim, p. 84. Thll defioe niles prominently 
in the United States Steel Corporation (Van Hise, Ooneniration o/ed ' 
p. 186). An elaborate acoonnt of it is sireii by Jmks in til* U>8.A- Sutter 
qf Labour, 1900, p. 676. 

* Clark, The Control of Trutts (revised edition), p. 14. 
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competing concerns, tend indirectly to prevent the average 
level of business ability from rising as high as it might 
otherwise do. 

The qualifications which these considerations suggest are 
of great importance. They tell strongly against the claim 
made by Professor Clark, when he writes: “A nearly ideal 
condition would be that in which, in every department 
of industry, there should be one great corporation, working 
without friction and with enormous economy, and compelled to 
give to the pvhlic the full hmeJU of that economy!' ^ Neverthe- 
less, there can be little doubt that, in some circumstances, the 
combination of competing institutions into “ Trusts ” and con- 
solidations that dominate the market does involve, even from 
a long -period point of view, considerable net economies.* 
These economies may be so great that the favourable effect 
produced by them on the output of the monopolised commodity 
exceeds the unfavourable effect produced on this output by 
the exercise of monopolistic power. Attempts to determine, 
by a comparison of prices, or of " margins " between prices and 
the cost of materials, before and after the formation of any 
combination, whether or not this has actually been so, are 
inevitably baffled by our inability to allow for changes in 
uiiinufacturing methods and in the utilisation of by-products, or 
to gauge accurately the — probably abnormal — price conditions 
that ruled immediately before the combination was formed.* 
Analysis, however, enables us to say that combination is likely, 
on the whole, to diminish the output of the commodity affected 
by it and to raise its price, unless the associated economies are 


* The. Cmirol of Trusts, p. 29. 

’ Professor Dniand argaes in favour of a policy of tnut-breaking that^ 
in general, the btisiueas unita evolved apart from combination would be large 
enough to secure practically all tbe structural and other economies of pro- 
duction available to trusts (Quarterly Journal of Eemumtos, 1914, p. 677 
ei Kq.). It should be observed, however, that, even if this were true, the 
policy of trust-breaking would not bo shown to be superior to one of depriving 
trusts of monopolistic power : for both policies would then lead to tbe 
^stahlishment of business units of a size yielding maximum efficiency. In 


wdly adequate to support the favourable judgment as to the effect of oombina- 
t'-'ns that he rests on them. 
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so large that, had they been introduced without monopolisation, 
they would have raised output to about double its former 
amount.^ Economies so large as this are improbable, and I do 
not, therefore, claim that to prevent combination in any depart- 
ment of industry would often make the output of that depart- 
ment smaller than it might have been. But — and this k 
the essential point — the effect of combination on the output 
of the commodity affected by it is not the same thing as it$ 
effect on the national dividend. For suppose combination\ 
to bring about economies which enable the same output as ' 
before to be produced by the use of half the former quantity 
of productive resources, and suppose that, in consequence of 
monopolistic action, no more than this output is in fact pro- 
duced. The released productive resources will not, in general, 
be idle, but will be occupied in adding to the output of other 
commodities. Hence, in this case, the output of no commodity 
is diminished and the output of some commodities is increased 
which obviously implies that the size of the national dividend 
is increased. It follows that to prevent combination would 
sometimes injure the dividend, even though it enabled the 
output of the commodity immediately affected to be larger 
than it would have been. This point need not, however, be 
laboured further. For it is in any event certain that to 
prevent combination, when combination carries with it any 
net economies, must be more injurious to the dividend than 
to allow combination and to prevent the exercise of mono- 
polistic power. 

§ 3. A second line of policy which it is open to the State 
to pursue is as follows. Instead of endeavouring, by obstruct- 
ing combination, to prevent industrial concerns from becoming 
possessed of monopolistic power, it may seek, by conserving 
'potential rather than actual competition, to make it to their 
interest to leave that power unexercised ; the idea, of course, 
being that, if they expect new competitors to come into the 
field, should output be restricted and prices be raised high 
enough to yield abnormal profits, they will have no induce- 
ment to charge more than “ reasonable ” prices. The policy. 

• This proposition is exactly true on the hypotbMU that the oorfM 
demand and supply are straight linea. 
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to which this line of thought leads, is that of penalising 
the use of “clubbing” devices, whose repute might other- 
wise drive potential competitors away. Among these devices 
the two principal are cut-throat competition, as described in 
Chapter XV., and various forms of boycott, namely, the exercise 
of pressure upon third parties not to purchase services from, 
or sell services to, a rival seller on terms as favourable as 
they would have offered to him if left to themselves.^ 

§ 4. It is obvious that the weapon of cut-throat competi- 
tion, or, as it is sometimes called, “destructive dumping,” 
when practised by a business already large enough to mono- 
polise any department of industry, must prove overwhelmingly 
powerful against newcomers. The monopolist necessarily 
possesses immense resources, and these can be poured out, 
in almost unlimited quantities, for the destruction of a new, 
and presumably much less wealthy, intruder. This is 
especially clear when a monopolist, dealing in many markets 
or in many lines of goods, has to do with a competitor dealing 
only in a few ; for in these conditions the competitor can 
be destroyed by a cut, made either openly or through a bogus 
independent company,* that affects only a small part of the 
monopolist’s business. An extreme example of this kind 
of cut is given in the statement of certain opponents of 
the Standard Oil Trust, “ that persons are engaged to follow 
the waggons of competitors to learn who their customers are, 
and that then they make lower offers to those customers ; and 
it is still further asserted that at times the employes in the 
offices of rivals are bribed to disclose their business to 
the Standard Oil Company.”* It is needless to emphasise 

’ The weapon of boycott can also be used to force npon retailers an 
<kpenient to maintain the prices of particular gooda sold by them at a level 
dictated by the manufacturers of the goods. It would seem that manufacturers 
do not wish quality-articles to be sold too cheap to consumers, lest they 
should “lose caste” with Idiem. But probably their main motive is the 
knowledge that, if the gooda are made into “leaders,” on which the retailers 
wake scarcely any direct profit, and which serve merely to advertise other wares, 
the retailers will tend not to push their sale (Taussig, AiMrican Eeoaumie 
vol. Vi, No. 1 Supplement, 1916, pp. 172-8). 

■ This method is alleged to have been praotiaed by the Standard Oil 
onii)any. object, of course, is to obviate a clamour from oiutomers in 
I markets for a similar out on their purchases. (Of. Davies, Tnut I/tm 
^Unfair Gompetitim, p. 819.) 

U.8.A. Jndiutriai Oonmimim, I. L p. 80. 
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the immense power of this weapon. “After two or three 
attempts to compete with Jay Gould’s telegraph line from 
New York to Philadelphia had been frustrated by a lowering 
of rates to a merely nominal price, the notoriety of this terrible 
weapon sufficed to check further attempts at competition." ^ 

§ 5. The weapon of boycott has a narrower range than 
that of cut-throat competition. It is worked through i & 
refusal to deal, except on specially onerous terms, with aby 
one who also deals elsewhere. When the worsened ternip 
attached by a dominating seller to dealings with himself ari 
more injurious to the client than the loss of that client’s 
other dealings, the monopolist can force the client to boycott 
his rivals. In order that he may be able to do this, the 
goods or services that he offers for sale must be rendered, by 
nature or by art, non-transferable ; * for it is impossible 
to hurt a customer by refusing to sell to him, if he is able 
to purchase through a middleman the goods which are 
refused to him by the monopolist. Hence, when nature 
does not cause non-transferability, there must be stringent 
conditions about re-sales in the contrticts between the 
monopolist and any intermediary agents, if such there are, 
who intervene between him and the ultimate consumers. 
But non-transferability is not sufficient by itself. It is neces- 
sary, further, that the rival producer’s possible supply to one 
recalcitrant consvmer at current prices shall be very small. 
Usually, of course, though any one seller’s output is likely 
to be small relatively to the total consumption of the market, 
it is many times as large as that of any representative single 
consumer. Where this is so, recalcitrant consumers can 
successfully counter a refusal to sell on the part of the 
monopolist by purchasing all that they want from outside 
competitors and leaving to non-recalcitrants the whole output 
of the monopolist. This consideration is not, however, entirely 
fatal to the weapon of boycott, because in many industries, 
though by no means in all,* producers deal with their customers 

’ Hobson, Evolution of Modem Oapitaiimf p, 219. . 

* Cf. my paper, “ Monopoly and Conanmers' Snrpltw/* jSionfWttc Jbtww* » 
September 1904, p. 892. . . 

» Thus Jenks {U.S.A. Bulletin of Labvwr, 1»00, p. 679) ■tote* tUt 
half the oombinatioiui reporting sell direct to ocmanmeTi/* 
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indirectly through wholesalers or further manufecturers or 
transporters, who purchase individually a considerable mass 
of products. When intermediaries of this kind are present, 
effective boycott may become practicable. 

First, a boycott can be forced when the commodities or 
services supplied by the monopolist consist, not in a sii^le 
kind of good, hut in several goods, and when, among these 
several goods, there are one or more for which the demand 
is very urgent, and of which the monopolist has, through 
patents or reputation {e.g. brands of tobacco) or otherwise, 
exclusive control A good example is furnished by the boot 
and shoe trade, in which certain firms control important 
patents. The patented machines are not sold, but are let out 
on lease, under “conditions which debar manufacturers from 
employing these machines save and except in conjunction 
with other machines supplied by the same controlling owners 
, . . one of the conditions being that the latest machines 
must not be used for goods which have, in any other process 
of manufacturing, been touched by machines supplied by other 
makers.”* This kind of boycott is also illustrated by the 
“factors’ agreement,” which makers of popular proprietary 
goods sometimes secure from retailers. 

Secondly, a boycott can be forced where it is important 
for purchasers — here, as before, the purchasers are, in general, 
manufacturers — to be able to get the service that they need 
immediately the need arises, and where an ordinary supplier, 
though producing much more service in the aggregate than 
any single purchaser wants, may not be producing more than 
such a purchaser wants at some definite single moment. This 
condition is realised in the transport of goods which are 
80 perishable, or for which the demand is so instant, that 
transport, to be of use, must be available at the moment when 
it is asked for. It is in the transport by sea of goods of this 
kind that the method of boycott has been most fully elaborated. 

‘ Times, 8th Febraary 1908. Cf. Appendix to the Report of the (British) 
."''""“ittee on Tniete, 1919, p. 27. Action of this kind is directly prohibited 
Mstralia under the Patents Act of 1908. (Cf. Davies, Tnut Laws and 
mir OmnpelUim, p. 247.) The British Patents Act of 1907 permits it only 
P^vided that the lessee is given an opportunity of hiring the patented maohine 
nout the tying danses on reasonable," thoai^ not, of oonree, equal tcisoa 
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The transport of goods, which are in fairly steady demand 
and which have no need of speedy delivery, can be arranged 
for by purchasers, if they wish, wholly through tramp 
steamers; but the transport of urgent goods cannot be so 
arranged for, because tramps and small lines cannot guarantee 
regular sailings.^ Hence it comes to be practicable for shipping 
rings to force a boycott against independent lines. Tl)ey 
usually accomplish this through “ deferred rebates.” ’ Of th^se 
there are two degrees. When the Royal Commission 6n 
Shipping Rings published their report (1909), in the Wesit 

1 Of. Bofyal C<ymmi89ion on Shipping Hings, 1909, Report, p. 13. The Oommis. 
sioners suggest that it is for this reason that the deferred rebate system is not 
applied to our outward trade in coal or to the greater part of our inward trade 
which consists of rough goods, but only to those cargoes for which a regular service 
of high-class steamers is essential. (CL ibid. p. 77.) 

2 This method was described by tne Royal Oommissioners on Shipping Rings, 
1909, thus: ''The Companies issue a notice or circular to shippers informing 
them that, if at the end of a certain period (usually four or six months) they 
have not shipped goods by any vessels other than those despatched by members 
of the Conference, they will be credited with a sum equivalent to a certain part 
(usually 10 per cent) of the aggregate freights paid on their shipments during 
that period, and that this sum will be paid over to them, if at the end of a 
further period (usually four or six months) they have continued to confine their 
shipments to vessels belonging to members of the Conference. The sum so paid is 
known as a deferred rebate. Thus in the South African trade at the present day 
the amount of the rebate payable is 5 per cent of tiie freight paid by the ship^ier. 
The rebates are calculated in respect of two six-monthly periods ending with the 
80th June and 31st December respectively, but their payment to the shipper is not 
due until a further period of six months has ela}»8ed ; that is to say, that, as to 
shipments made between the 1st January and the following 30th June, the rebates 
are payable on the Ist January following, and, as to shipments made between the 
Ist July and the 3l8t December, the rebates are payable on the following 1st July. 
It follows that in this instance the |»ayment of the rebate on any particular 
item of cargo is withheld by the shipowners for at least six months and that, in 
the case of cargo shipped on the Ist January or 1st July, it is withheld for a period 
of twelve months. If during any period a shipper sends any quantity of goods, 
however small, by a vessel other than those despatched by the Conference Lines, 
he becomes disentitled to rebates on any of his shipments by Conference v^sels 
during that period and the preceding one" (Report, pp. 9-10). Since the issue 
of the Royal Commission's Report a new method of tying shippers, known as 
the agreement system, has come into operation. Wh^m South African legisla- 
tion in 1911 “ forced the liner companies trading with South Africa to relinquish 
the rebate system, an agreement was drawn up after negotiations between the 
South African Trade Association and the South African Shipfdng Conference. . 

The shippers who sign agree to give their active support to the reguls^** lines in 
the Conference. In return the lines undertake to maintain regular berth 
sailings at advertised dates, the ships to sail full or not full, and to ® 
sufficient tonnage for the ordinary requirements of the trade ; and, further, 
maintain stability of freights, which are definitely prescribed in the 

and equality of rates to large and small shippers alike*' pf the 

Shipping GommUtee, 1928, Omd. 1802, pp. 20-21). 
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African Shipping Conference and in all the Conferences 
engaged in the trade with India and the Far East, the rebates 
yyrere paid to exporting merchants only, on condition that 
these merchants had not been interested in any shipment by 
rival carriers, but there was no requirement that the for- 
warding agent, through whom the merchant might have 
acted, should have dealt exdusively with the Conference in 
respect of the goods of his other clients.^ In the South 
American Conferences, however, “the form of claim for 
rebates has, in the case of goods shipped through a forwarding 
agent, to be signed by such agent as well as by the principal, 
and, if the forwarding agent has not conformed to the condi- 
lious of the rebate circular in all his shipments for all his 
clients, claims to rebates are invalidated.” * 

Thirdly, a boycott can be forced when the intermediary, 
whom a monopolist wishes to use as his instrument, is, not 
a manufacturer or a wholesaler purchasing that rival’s goods, 
but a railway company conveying them. When an alternative 
route for his own goods is available, the monopolist, by 
threatening the railway with the withdrawal of his custom, 
is sometimes in a position to compel it to charge differential 
rates against his rival. In a boycott engineered by the 
Oil Trust it is even asserted that the railways were compelled 
to hand over a part of the extra charges levied on their 
rivals to the executive of the Trust.* When the boycotting 
concern actually owns the agency of transport, its power in 
this matter is, of course, still greater.* A boycott of this kind 

’ R(ryal Cmtvmmim on Shipping Hings, Report, pp. 29-80. 

’ Ibid. p. 30. The decision of the House of Lords in the Mogul Steamship 
Oo. case, 1892, was to the effect that the party iigured by an arrangement of 
this kind had no ground of action for damages, bat it did not, it would seem, 
■lecmarily imply that the combination against which action was brought was 
Itself lawful (Davies, Trust Laws and Ui^air Cotnpstition, p. 284), In a similar 
in the German Imperial Court (1901), an injunction against discrimination 
Was granted (ibid. p. 262). 

p 200 ^ ^ ^ Oetojms, p. 40 ; Sipl^, JRailroads, JSatss and Jlsgulationi 

* The same thing is true when the boycotting oonoem owns, as the Big 
've meat-paokers do, stockyards and cold-storage warehouses which their rivals 
Mat Use and in respect of which they can make discriminating charges against 
hiw '^be Federal Trade Oommission, in their npmrt on ^ meat-packing 
in urged that, to obviate this, the State should itself acquire 
"bxskyards and oold-storags phmts. 
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may also be operated through banks, pressure being exerted 
upon them to refuse loans to a rival producer. 

§ 6. Attempts to prevent the use of cut-throat competition 
i.e. destructive dumping, by legal enactment are confronted 
with the difficulty of evasion. The American Industrial 
Commission recommended that " cutting prices in any locality 
below those which prevail generally, for the purpose of 
destroying local competition,” should be made an offenc^e. 
Any person damaged was to have the right to sue for penaltiei^, 
and officers were required to prosecute offenders.* It is plainl 
however, that, even when it is possible, as it is with public 
service corporations, to insist that tariff rates shall be regularly 
published, evasion may be practised through unpublished dis- 
counts and rebates to particular customers; nor, since discovery 
is unlikely, will the enactment of heavy penalties against 
breaches of the law necessarily secure obedience thereto,* 
Where destructive dumping is threatened, not by public 
service corporations, but by industrialists engaged in the 
manufacture of many commodities at different places, the 
enforcement of regular published rates is impracticable. 
Hence the problem confronting the legislator demands the 
unravelling of still more tangled knots. Where the form 
of destructive dumping which is employed is that of price- 
cutting limited to the local market of a particular competitor 
or group of competitors, the offence is at least definite, though, 
especially when worked through a bogus independent company, 
it may be extraordinarily difficult to detect. Against destructive 
dumping of this kind operated hp foreignere the Governments 
of Canada (1904) and South Africa (1914) have endeavoured 
to guard their citizens by anti -dumping legislation, providing 
that, when goods are exported to them at prices, which, 
exclusive of freight charges and so on, are substantially below 

* Vniltd States Industrial Commission^ voL xviii p. 164. 

* It is instructive to read in M* Colson’s great work (Oowrs d^^onomu 
politique^ vol. vi p. 398) that abusive discriminations ‘^semblent fitre deyenia 
bien plus raresen Angleterre qu’en Am4riqaei bienque TAdmiiustrationy 
pouvoirs beauooup moins ^tendus et qua lea p^nalit^ y soisnt moins sevores, 
parce qua I’entente entre Com|)agnie8 y est admise par la loi ; au contraire en 
Am4rique, les pouvoirs publics s’efforcent d’emptofaer las aooords qui mettraien 
fin 4 la conourrenoe, cause essentielle das in^galitte da 

sont pas arrives, jusqu’ici, k d^raoiner oaUss-d.” 
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the contemporary prices ruling at home, those goods shall be 
subjected to a special import duty equivalent to the difference 
between the home and foreign prices.^ This legislation, 
however, hits, not merely destructive dumping in the sense 
here defined, but also (1) the clearing of surplus stock on a 
foreign market at less than home prices in periods of depres- 
sion and (2) the permanent selling abroad at the world price, 
by a foreign monopolistic producer, of goods for which at 
home he is able to charge monopoly prices. The policy of 
discouraging the former of these two practices is one whose 
merits are open to debate, but clearly there is nothing to be 
said for discouraging the second — except, indeed, the least 
tenable of the things that can be said in favour of all-round 
protection. The United States (Government, wishing to 
direct its legislative blows against destructive dumping ex- 
clusively, included in the Federal Revenue Act of 1916 the 
following modified version of the Canadian anti -dumping 
law. In Section 801 of the Act it is enacted: "That it 
shall be unlawful, for any person importing or assisting in 
importing any articles from any foreign country into the 
United States, commonly and systematically to import, sell 
or cause to be imported or sold such articles within the 
United States at a price substantially less than the actual 
market value or wholesale price of such articles, at the time 
of exporting to the United States, in the principal market of 
the country of their production, or of other foreign countries 
to which they are commonly exported, after adding to such 
market value or wholesale price freight, duty and otlier 
charges and expenses necessarily incident to the importation 
and sale thereof in the United States. Provided, that such 
act or acts be done with the intent of destroying or injuring 
an industry in the United States or of preventing the 
establishment of an industry in the United States or of 

‘ For these laws cf. Pavies, Tnui Lam and Unfedr Com^petUiim, 660-61. 
^tralia (1906) has a nuwe oomplioated law whi^ oondraouns damping in ths 
“Mun sense, along with oortain other forms of importation, under the 
^aeral head of unfair oompetition, and meets it with a penalty, not a special 
( 1 a general diaonssion of anti-dum^ng legiBlation, Viner, DuSn^iOig 
' r 7 • *^‘**^' the most recent foots ot ifemorondim on the Lt^la- 
W Different StaUafar th$ JPnvmtim nf Dumj^iag, Xoonomio and Fina n ois I 
of the League of Nations, aS., 1.7.l»27. 
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restraining or monopolising any part of the trade or commerce 
in such articles in the United States." Offences against this 
clause were penalised, not, as in Canada, by a special duty, 
but by a fine. Under the Emergency Tariff Act of 1921 
and the final Act of 1922 the reference to intention was 
omitted, and the imposition of a special duty was authorised 
whenever an efficiently conducted industry of the United 
States was being, or was likely to be, injured by importati^ 
at less than the price ruling in the principal home markl^t 
of the exporting country plm f.o.b. costs. In the United 
Kingdom the Safeguarding of Industries Act 1921 provided 
for the imposition of specied duties on goods that are being 
imported from any foreign country and sold in the United 
Kingdom at a price, iTtclvsive of freight charges, less than 
95 per cent of the wholesale price at the works chai^d to 
consumers in that country ; provided that, by reason of the 
importation, employment in any industry in the United 
Kingdom is being, or is likely to be, seriously affected. 
An Act of the same general character was passed in Aus- 
tralia in 1921, though under that Act discretion is allowed 
to the Executive to refrain from action if it so chooses. 
We need not concern ourselves here with the difficult 
problems which legislation of this kind provides for the 
officials charged with ascertaining the relevant facts— 
including, as these did under the Federal Ee venue Act 
of 1916, the motive actuating foreign sellers — and for those 
who have to detect and prevent the evasive use of nominally 
independent agents, on whose account goods may be im- 
ported at full price, thereafter to be sold at less than was 
paid for them. The main point for our pr^nt purpose 
is that, when, as in the conditions which this legislation 
contemplates, destructive dumping is attempted by inter- 
local price discriminations, the task of preventing it is rdativdy 
easy, because there is something definite to go on. When, 
however, as often happens in domestic trade, we have to do 
with cuts made on all sales of a particular lin® of goods, the 
offence is not definite ; for, clearly, not all cuts are destructive 
dumping, and it is difficult to distinguish among them the 
innocent from the guilty. One authoritative writer piopos®® 
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gg a test that, " if the price of the particular grade of goods 
yyere first put down and then put up again, and if rivals were 
crushed in the interval, this would be evidence that the 
purpose of the cut was illegitimate.” ^ Such a test has been 
attempted in the American Mann-Elkins Eailway Law of 1910, 
ffhich provides that, “ when a railway reduces rates between 
competitive points, it shall not be permitted to increase the 
rates on the cessation of the competition, unless it can satisfy 
the Commission that the conditions are changed otherwise than 
by the mere elimination of water competition.” * There is a 
similar provision in the American Shipping Act of 1916 as re- 
gards shipping charges in interstate trade. But this test can- 
not be pushed very vigorously ; for, if it were, any firm, which 
lowered prices in a time of depression or for purposes of ex- 
periment, might find itself precluded from afterwards raising 
them again, should any other firm in the same line meanwhile 
have failed. 

Similar difficulties stand in the way of effective legislation 
against boycotts. It is true that such legislation has been 
widely attempted. The United States (under the Clayton 
Law), Australia and New Zealand all prohibit, under penalty, 
any person from making the act of sale, or the terms of sale, 
of anything conditional on the buyer not using or dealing in 
he goods of any competitor. On similar lines the United 
States Federal Eevenue Law of September 1916 “imposes a 
louble duty upon goods imported under agreement that the 
mporter or others shall use those goods exclusively." * Yet 
‘gain, the American Shipping Act of 1916 makes deferred 
ebates illegal It is obvious, however, that, when the condition 
« agreement is made between a manufacturer and a dealer, 
both of whom profit by it, the difficulty of preventing evasion 
must be very great. When the boycott is worked, not through 
1 wholesaler, but through a railway company, the difficulty is still 

I Clark, The ConM tifTnuOs, p. «9. 

rnmnitt, 26th Jan. 1910, p. 1412. Of. Ripley, Xailnads, Mates and 

^ktion, p. 666. 

! English Patent* and Dengn* Amendment Act of 1907 ’ prohibit* 

owva dealing oontraot* of thii kind, unleis the aeller, leeaor or lieeniee 
obt • ^be oontraot was made, his oompetitore had the option of 

Mnuig the patented goodi on naaonable terms withont the ezdnaive condition 
' '<»> Trust lam and Utfak CmpetUiM, p. 689). 
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greater. American law has long endeavoured to prevent rail- 
way discriminations favourable to the large Trusts. But : “A 
partisan of the Trust said to me : ‘ The Pennsylvania Eailroad 
could not refuse the cars of a competitor of the Standard Oil 
Company, but nothing could hinder it from side-tracking 
them.’ ” ^ “A consignment note acknowledges the receipt ot 
70 barrels of flour ; 65 only are shipped, and the railway com- 
pany pays damages for the loss of the five non-existent 
barrels.” Except when long notice of alterations is requiied 
by law, rates may be changed suddenly, secret notice beii^g 
given to the favoured shipper and no information to others; 
and so forth. It is true that the Attorney-General of the 
United States declared in 1903, after the passing of the 
Elkins law : " The giving and taking of railroad rebates is now 
prohibited by a law capable of effective enforcement against 
corporations as well as against individuals.” * This view, how- 
ever, appears to have been unduly optimistic. The Interstate 
Commerce Commission reported, as to the conditions in 1908, 
that many shippers still enjoy illegal advantages. “Thus 
the rebate, as an evil in transportation, even since amendment 
of the law in 1906-10, while under control, is still far from 
being eradicated. Favouritism lurks in every covert, assuming 
almost every hue and form. Practices, which outwardly appear 
to be necessary and legitimate, have been shown to conceal 
special favours of a substantial sort.” * The boycott engineered 
through railway companies thus dies hard. It is said, however, 
that, in the United States, the Transportation Act of 1920, 
which created a system of Federal supervision over railways, 
has finally put an end to it.* 

These considerations make it clear that a policy of legal 
prohibition against the exercise of clubbing methods cannot 
easily be rendered proof against evasion. It should not be 
forgotten, however, that laws, which cotdd be evaded if people 
took sufficient pains, as a matter of fact are often not evaded. 
For the mere passage of a law reacts on public opinion and 


* Quoted by Ely, Monopoliu and TnuU, p. 97. 

* EconomiU, 28th Feb. 1908. 

* Ripley, BaUroads, Sates and Begviation, p. 209. , 

* P. de Boossiera, Cariels and Trusts and their Devedapmsnt (Eoonom 
Financial Section of the League of Nationa, 1927, 11. 21), p. 9. 


end 
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i,hrow8 on the side of the practice upheld by law the strong 
forces of respectability and inertia. Hence we may reason- 
ably expect that laws of this character, if carefully prepared, 
would, at all events, partially succeed in their immediate 
purpose. It is, therefore, of great interest to observe that 
Section 5 of the United States Federal Trade Commission 
Act of 1914 declares “that unfair methods of competitive 
commerce are hereby declared unlawful,” and establishes a 
Federal Trade Commission to take proceedings to enforce this 
declaration whenever it appears to it to be in the public 
interest to do so. Section 14 of the Clayton Act provides 
further that, whenever a corporation violates any of the 
penal provisions of any of the anti-trust laws, “ such violation 
shall deemed to be also that of the individual directors, 
officers, or agents of such corporation as shall have authorised, 
ordered, or done any of the acts constituting in whole or in 
part such violation.” Upon conviction any director, officer 
or agent is subject to a fine not exceeding 5000 dollars, or 
to imprisonment not exceeding one year, or to both, in the 
discretion of the Court. 

§ 7. Granted that clubbing methods can be, in some 
measure, prevented, we turn to the further question, how far 
their prevention would avail to maintain potential competition. 
Professor Clark appears to hold that it would avail completely 
for this purpose. “In so far,” he writes, “as legitimate 
rivalry in production is concerned, it is safe enough to build 
a new mill.” In reality, however, even when clubbing 
metliods are excluded, other obstacles to the full maintenance 
of competition are still present. First, when the unit firm 
normal to any industry is very large, the heavy capital ex- 
penditure required to start a new firm will check the ardour 
of aspirants. Furthermore, it should be noticed, in this 
connection, that in many industries the size of the normal 
nnit firm has recently been increasing. For example, the out- 
put of the English paper industry between 1841 and 1903 rose 
from 43,000 to 773,080 tons, but the number of firms 
fell from 500 to 282*/ and a like development has taken 
pfnee in the raw iron industry. Secondly, the inducement 
^ Levy, lionopok, KmUXtt md TnuU, p. 197. 
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to new competitors to spring up is smaller, the greater are 
the productive economies which concentration on the part of 
the monopolistic seller has involved. For, if great economy has 
been brought about by concentration, a potential competitor 
will know that the monopolistic seller, by simply abandoning 
some of his monopoly revenue, can, without suffering any 
positive loss, easily undersell him. Thirdly, the obstadjes 
in the way of new competition are further enlarged, wh^n 
a policy of secrecy as to costs and profits makes it difficult 
outsiders to guess at what rate the monopolistic seller eotd^ 
sell, if he were to content himself with the normal gains of 
competitive industry. Fourthly, a combination, by extensive 
advertising or a distinctive trade mark, may have established 
a sort of monopoly of reputation, which it would require heavy 
advertising expenditure on the part of any would-be rival to 
break down. It may, indeed, be suggested that, even so, the 
combination would be kept in check by fear of a rival concern 
being started with a view to forcing the combination to buy it 
out But there is less in this than there might appear to be 
at first sight For, if a rival did succeed in this policy, the 
increase in the combination’s capital might well be so large 
that the rate of profit available per unit of capital would 
turn out too small to make the venture worth the rival’s 
while.^ This consideration would, of course, tend strongly to 
hold him back. Thus attempts to maintain potential com- 
petition by preventing the employment of clubbing devices 
can at best be only partially successful, and are, therefore, 
very imperfect means of restraining bodies that possess mono- 
polistic power from making use of that power. This is true 
even of industry proper. In some departments of production — 
roughly those covered by public utility concerns — the evident 
wastefulness of competition makes it praeUcally certain that 
the public authorities will not permit it, and so exempts 
monopolists from any check which the fear of it might other- 
wise exercise upon them. 

§ 8. The inadequacy, as a method of control, of preventing 
combination, which means maintaining actual competitwD) 
and of anti-clubbing legislation, which means maintaining 
* Of. Jenks and Clark, The Tnut PrMem, fl9*70. 
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potential competition, leads forward naturally to the sugges- 
tion of direct methods. The position, which is relevant 
to industrial, no less than to railway, monopolies, is well 
put by the Departmental Committee on Eailway Agree- 
ments and Amalgamations (1911) with special reference to 
the latter class. They write : " To sum up, we are strongly 
of opinion that, in so far as protection is required fi»m 
any of the consequences which may be associated with rail- 
way co-operation, such protection should, in the main, be 
afforded by general legislation dealing with the consequences 
as such, independently of whether they occur as the result of 
agreement or not. Such a method would afford a much 
more extensive protection than the regulation of agreementa 
It would protect the public in the case of understandings as 
well as agreements. ... It would not tend to introduce 
a confusing distinction between what a company might 
reasonably do imder an agreement and what it might reason- 
ably do if no agreement existed,"^ If this method could be 
employed with perfect accuracy, there would, of course, be no 
need for any accompanying indirect methods of the kind we 
have so far been discussing. In practice, however, the policy 
of dealing directly with the consequences of monopolistic power 
is, as will presently appear, exposed to very great difficulties. 
Furthermore, since in most forms it must almost necessarily work 
on the basis of some standard of reasonable earnings, deduced 
from the circumstances of other industries in which competi- 
tion is available, these difficulties would become enormous, if 
attempts to maintain potential competition were abandoned 
altogether and resort had universally to direct methods. 
Consequently, it would seem that the policy of maintaining 
potential competition should be pursued everywhere vigorously, 
^od that direct methods of dealing with the consequences 
should be employed, not instead of, but in addition to it. 

§ 9. At first sight it seems obvious that direct dealing 
"'dh the consequences of monopolistic power means, and 
only mean, some kind of direct interference on the 
part of the public authority. In the main, of course, this 

' jiqmt of the Dmar^iurUal Commits tm BeeUmmy Agrtmmt$ and AmA- 

nmatim, p. 21. 
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is what it does mean. Bat it is of some theoretical interest to 
note a possible alternative line of policy which was advocated 
as regards shipping, by the Eoyal Commission on Shipping 
Rings. The Commission recommended, in effect, that the 
State should encourage the formation, over against a 
monopolistic seller, of a combination of buyers possessing also 
monopolistic powera It was hoped that the combinatiqn 
of buyers might be able to neutralise attempts on the pairt 
of the seller to charge monopoly pricea This plan wain 
advocated as a partial remedy for the evils that have 
arisen out of the conference system. Analytically, the plan 
is a weak one, because what the creation of the second 
monopolist does is, not to bring prices to the natural, or 
competitive, point, but to render them indeterminate over a 
considerable range, within which that point lies. No doubt, 
the position of the purchasers is made better than it would 
be if combination among them were absent; and there is 
reason to hope that prices and output will approach more 
nearly to what, from the standpoint of the national 
dividend, is desirable than they would do under those 
conditions. But the chance that the bargain between the 
two combinations will lie in the near neighbourhood of that 
proper to simple competition is not very large . This 
difficulty would exist even though the monopoly created 
to stand against the sellers were a monopoly of ultimate 
consumers. In practice, however, ultimate consumers are 
scarcely ever in a position to combine in this way. The only 
persons who can so combine are middlemen between the 
ultimate consumers and the monopolistic seller, — middlemen 
who are not particularly concerned to fight for the consumers’ 
interests.^ If they combine, the goods in which they deal will 
have to pass through the hands of two monopolistic combina- 
tions, instead of one, before they reach the ultimate consumers. 
The effect upon the price which those people will then have 
to pay is economically indeterminate. The price may I’c 1®®® 
than it would have been if the middlemen had not combined, 
but it may, on the other hand, be greater. In any event, 
it and, with it, the quantity of service accessible to th® 

' Cf. Msnhall, Indutlry and Trait, p. 026. 
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ultimate consumers, are likely to be exceedingly unstable.’^ 
These considerations show that there is a serious flaw in the 
Commissioners’ policy* 

§ 10. Interference on the part of the public authority 
does not necessarily mean orders about the terms of sala It 
may well be that anti-social practices by powerful corporations 
might be substantially restrained by publicity alone. An 
important part of the task assigned to the Federal Trade 
Commission of the United States is to make investigations 
and to publish reports. The British Committee on Trusts 
(1919) recommended that the Board of Trade should obtain 
and publish in an annual report information about the 
development of organisations having for their purpose the 
regulation of prices or output so far as they tended to the 
creation of monopolies or to the restraint of trade ; and should 
investigate complaints regarding the action of such organisa- 
tions. Powers would, of course, need to be taken to compel 
the officers of the organisations affected to produce their books 
and to answer questions. The fear of an adverse report 
issued by an investigating body in which public opinion had 
confidence might often turn the scale against gross abuses of 
monopoly power. There is, in short, little doubt that the 
weapon of publicity can accomplish something of importance : 
but it can hardly accomplish all that is required. 

§ 11. We turn, therefore, to interference by the public 
authority with the terms of sale — a method which may be 
necessary even in industrial enterprises, when the “ remedies ” 
considered so far prove inadequate, and which, apart firom public 
operation, is certainly necessary in public utility concerns. 
Analytically, the problem may be stated as follows. Assuming 
that the output proper to simple competition (allowing, of course, 
for any economies in production which a combination may 
have introduced) is also the output most advantageous to the 
national dividend, we need so to regulate things that that 
output will be forthcoming. In industries operating under 

1 Priwifikt cf Beonmies, Bk. t. oh. liv. § 9. 

ihe Imperial Shipping Oommittee 1928, while endorsing that policy, 
for'7 ** shipping oonoeraed) " only two bodies of importance 

meii on the lines recommended by the Oommiwion and sinoe its appointment 
* Mme to their notice " (Omd. 1802, p. 88). 
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conditions of increasing supply price, this type of regulation 
cannot be accomplished by the machinery of price control 
alone. For, if the price be fixed by the State at the level 
proper to competitive conditions, i,e. at such a level that, if 
competitive conditions prevailed, the output would be adjusted 
to yield normal profits, it will pay a monopolist to produce less 
than this output. By reducing output he will, under condi- 
tions of increasing supply price, also diminish the supply priis 
thus obtaining a monopoly gain measured by the different 
between the regulated selling price multiplied by the output 
and the supply price multiplied by the output. It will be 
to his interest to control his output in such a way as to 
make this monopoly gain as large as possible. According to 
the form of the demand and supply schedules, the resultant 
output may be greater or less than it would have been 
under unregulated monopoly ; but, in any event, it is certain 
to be less than the output proper to competition, at which the 
Government is aiming. This difficulty, however, is only present 
in industries operating under conditions of the increasing supply 
price. When constant supply price or decreasing supply price 
prevails, it will not pay a monopolist, when price is fixed at the 
competitive level, to reduce output below the competitive out- 
put ; for he would not secure any diminution in his costs by 
doing this. Consequently, if the Government can succeed in 
fixing prices at the competitive level, it will also indirectly 
secure competitive output.* As a matter of practice, concerns 
(whether industrial combinations or public utility corporations), 
which it is necessary to regulate because they tend towards 
monopoly, are rarely of a kind which we should expect to be 
subject to increasing supply price. In the main, therefore, 
control means control over price. 

§ 12. When this has bwn said, there inevitably comes to 
mind the sort of control over price which was exCTcised during 
the Great War, and some account of which was given in Chapter 
XII. It is very important, however, to realise that what we 
are now concerned with is fundamentally different from that. 
In controlling monopoly, it is required to prevent the mono- 
polist from charging high prices, because, by so doing, he will 

> a Appsndix III. I 28 . 
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reduce output below the level at which he could put it with 
normal profits to himself. As explained above, under conditions 
of constant supply price or decreasing supply price, the fixing 
of maximum prices at the rate corresponding to the “competi- 
tive ” output will in fact cause that output to be forthcoming. 
There is no question of the maximum price being asaociated 
with an output for which the demand price that the public 
are prepared to pay exceeds that price.^ But in the war 
problem, as was clearly brought out in Chapter XIL, the 
whole point of intervention was to fix a maximum price 
below the demand price that the public would be prepared, at 
need, to pay for such quantity of the commodity as was forth- 
coming. This is the reason why, at the maximum price, there 
was always a greater quantity demanded than could be sup- 
plied, and why, therefore, it was necessary to prevent accidental 
inequities in distribution by rationing all consumers to pur- 
chases smaller than many of them would have wished to make. 
This, too, is the reason why it was not sufficient to fix prices as 
from the producer only. Because the demand price was bigger 
than the price which the Government wished to allow, to have 
limited, e.g,, shipping freights, without also limiting the price of 
the things brought in at the limited freights, would merely have 
enabled the intermediaries between the ship and the consumer 
to take the whole benefit for themselves. It was necessary, 
therefore, not merely to fix maximum prices to the original 
producer, but also to fix maximum additions that might be 
put on to these prices by the various persons through whose 
liands (whether as further manufacturers or as retailers) the 
controlled commodities would afterwards pass. In the regula- 
tion of monopoly charges there is, of course, no need for any 
of these secondary arrangements. 

§ 13. We may now proceed to investigate this form of 
price control directly. One way in which it may be exercised 
as it were, negative. It may take the form of general 
provisions against “ unreasonable ” conduct, leaving the defini- 
tion of what is, in fact, unreasonable to the decision of a 

1. . * to technical language, the limitation of monopoly prices movee the exchange 
nriM the demand enrve towards the right ; the limitation of oompetitiTe 
pushes the exchange Index helow the demand oarre. 



362 


ECONOMICS OF WELFAEE 


w. n 

Commission or of the Courts. This way was, in substance, 
followed, for proposed changes of rates, in the work of the 
English Eailway Commissioners prior to 1921, and of the 
American Eailway Commissioners prior to the passage of the 
Hepburn law. The Commissioners had to decide whether 
any proposed increase of rates was reasonable, and to permit 
or forbid it accordingly. Thus their task was comparat^ely 
light. They had not to regulate all prices always, 
only to intervene against specially unreasonable pricifs ; 
and, furthermore, the knowledge of their existence 
likely to serve indirectly as a check against the setting-up ©f 
unreasonable prices.* The negative way is also followed in 
certain franchises, which permit municipalities to take over 
the business of a licensed corporation ai a proper price — au 
ambiguous phrase — should the corporation fail to “ operate and 
develop it in compliance with reasonable public requirements.”* 
It is followed again in the Canadian Industrial Combines 
Investigation Act (1910). Provision is made for determiniiif^ 
whether, with regard to any article, on the subject of whicli 
complaint has been made, “there exists any combine to promote 
unduly the advantage of the manufacturers or dealers at the 
expense of the consumers by fixing the price higher than is 
proper ” ; and, if the charge is established, penalties are pro- 
vided. In New Zealand the Act of 1910 applies the same 
test. “ Any ijerson commits an offence, who, either as principal 
or agent, sells or supplies, or offers for sale or supply, any goods 
at a price which is unreasonably high, if that price has been 
in any manner, directly or indirectly, determined, controlled, or 
influenced by any commercial trust, of which that person or 
his principal (if any) is or has been a member.” The Eussian 
Criminal Code of 1903 had a similar proviso : " A merchant or 
manufacturer, who increases the price t)f victuals or other 
articles of prime necessity in an extraordinary degree in accord 
with other merchants or manufacturers dealing in the same 
articles, shall be punished with imprisonment." * In all the^® 

^ Cr. Van ni86, Omm'nirtUiem arid Omtralf p* 261. 

* National Civic Federation, Murvicipal and friwJU OpenUion of 

Utilities, vol. i. p. 41. n 

* The text of these laws is printed in Appendix G to Jenks ' 

T%e Trust Problem. 
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•ales excessive prices are forbidden, but no attempt is made 
u>tually to fix prices by decree. The other, positive, way, in 
jyhich control may be exercised, consists in the authoritative 
ietermination of definite maximum rates of charge or minimum 
provision of service. This way is illustrated by the terms of 
tlio charters usually accorded to companies operating public 
utility services under lease from city governments and by the 
power, conferred on the Interstate Commerce Commission by the 
Hepburn law of 1906, to "determine and prescribe ’* maYiTnnm 
rates for railway, telephone, and other services of communication. 

§ 14. Whether the negative or the positive way of 
regulation is followed, some sort of sanction to make the law 
effective must be provided. This can be done in a variety 
of ways. Sometimes the penalty for breach is a direct money 
fine. Sometimes, in protected countries, for example in 
Brazil,' it consists in the withdrawal of duties on competing 
foreign goods. The Canadian Industrial Combines Investi- 
gation Act of 1910 provides for both sorts of penalty. If 
statutory Commission " finds that there is a Combine, the 
lovernment may either lower or repeal the duties, and, in 
ddition, impose a fine of 1000 dollars a day on those who 
oiitinue in their evil courses after the judgment of the Board 
as l)een officially published.”* Another interesting form of 
auction is provided, as against the owners of vessels which 
delate any of the American anti-trust laws, by a clause in 
he Panama Canal Act of 1912 forbidding the use of the 
anal to their ships.® Sometimes the sanction consists in the 
hreat of governmental competition. Thus, in connection with 
he 1892 agreement, by which the Post-Office took over the 
(National Telephone Company’s trunk lines, the Chancellor of 
he Exchequer hinted that the State, while securing its right 
h coinptite, would not be likely to exercise that right if the 
t'Ompany acted reasonably.* Sometimes, again, the sanction 
^nsists in the threat of State purchase, on terns either 
xed beforehand or to be decided by arbitration, of the whole 

2 Trust Laws and Unfair Competition, p. 294. 

Ittlv March 26, 1910, p. 666. Of. Annals tfCu American Aeadsmf, 

< u “d Huebner, PrindpUs of Ocean Tfvneportaiian, p. 886. 

• Meyer, Public Ownership and the Telq^honee, pp. 68, 109. 
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of the plant of the regulated busiuesa Sometimes, finally,^ 
and this, in effect, is what seems to be contemplated under the 
authoritative interpretation of the Sherman Act, as given by 
the United States Supreme Court in the Standard Oil Case 
(1911) — combinations, whose price (and other) policy is found 
to be reasonable, may be left undisturbed, but combinations 
which use their power to the injury of the public majr be 
dissolved by order of the Court.^ i 

§ 15. Though, however, many sanctions, some of them 
of great force, are available when breaches of the jaw 
are detected, it is necessary to add that, whether ithe 
negative or the positive method of control is adopted, 
it is exceedingly difficult to prevent people from escaping 
these sanctions by evasion. Thus in the pre-war period our 
railway companies, in effect, raised their rates without apply- 
ing for the consent of the railway commissioners. Charges 
for rent of sidings and so forth were created ; the 
number of articles which the companies refuse to carry 
at owner’s risk, unless packed to their satisfaction, was 
increased; rebates were withdrawn; and other such device- 
were employed.* But the kind of evasion which it is hardest 
to deal with is that which meets price regulation by mani- 
pulating quality. To prevent this it is essential to couple 
with rules about maximum price further rules about mini- 
mum quality. But in some things, such as the comfort and 
punctuality of a tramway service, or the sanitary condition of 
slaughter-houses and sewers, it is difficult to define a minimum 
of quality. When there are a number of different grades of 
quality, all of which have to be distinguished from one another 
and subjected to a separate maximum price — different grades, 
even of simple things like tea, and, still more, of complicated 
things like hats — the difficulty of -effective definition is 
enormous. It is easy to sell a lower-grade thing at a higher- 
grade price. In other things, such as water supply, g** 
supply, milk supply and house accommodation, where tests 
of quality are available to give a basis for definition, it 

r Cf. the judgment of Ohief Juetice White, lajdng down in this ease wb>* 
haa now become known as “ the rule of reason ” in interpreting the Act 
by Jenks and Clark, The Trust Prohlem^ p. 299). 

* Of. JlaUwwy Beport^ p. 57. 
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l)e difficult to detect departuree &om the stipulated minimum. 
Something can, no doubt, be done by an elaborate system of 
inspection, like that developed in support of the Adulteration 
of i'ood and Drugs Act, but the openings for evasion are, in 
dny event, likely to be considerable. 

§ 16. Even, however, if this difficulty could be com- 
pletely overcome, the most formidable obstacle in the way of 
direct control would still remain. It is necessary to determine 
what prices shall be regarded as unreasonable, and, when 
the positive method of fixing maxima is adopted, what the 
maxima shall be. As was explained at the beginning of this 
cliapter, the goal aimed at is the competitive price, i.e. the 
price which would have been arrived at if other things 
liad been the same but the output had been that proper to 
simple competition instead of that proper to monopoly. In 
what way is this price to be ascertained by the controlling 
authority ? It is conceivable that some reader, thinking 
loosely upon recent experience, may claim that competitive 
prices could be determined directly from the recorded 
expenses of converting the raw material used into finished 
goods. Plainly, however, in order to get the fvll conversion 
osts, we need to know how much should be added to the 
o.st of material and labour for the share due, for the article 
ve aie studying, to the standing charges of the business, 
liven a decision about that, we can, indeed, by conversion 
iost accounting — the technique of which was greatly developed 
luring the war — determine the proper price for any particular 
Moduct or group of joint products;^ but to proceed in the 
reverse direction is impossible. The calculation of conversion 
costs is a necessary step towards any practical scheme of 
price regulation. But it is a subordinate step. 

§ 17. It seems clear that our problem can only be solved 
l>y some reference to a “ normal ” rate of return on investment. 

know that, had the investment proper to competition been 
"'ude, a price, which, on the then profitable output, would 

^ joint produota, of ooune, it is impoaaible to isolate separate costs 

^ Proihuitiou, and tbe “proper" price for each of them will depend on the 

“I'wativo demands for them severally as well as upon their cost of produc- 
; a fact which still farther oompliostes the task of sny would-be 
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have yielded a normal return on this investment, would be 
the price we require. Unfortunately, however, the investment 
that actually has been made is not likely to be equal to that 
proper to competition. If the monopoly has been started oJ 
inUio, so to speak, it will be less than that proper to competition 
and, if the monopoly is a result of a combination of unduly 
numerous concerns engaged in cut-throat competition, it will 
be greater than this. Clearly then the price we require is 
not the price that, with the output profitable in respect of 
the actual investment, would yield a normal return, unless it so 
happens that that price is equal to the price which would hare 
yielded a normal return on the amount of investment proper 
to competition, had that amount been provided. This con- 
dition implies that the commodity with whose production we 
are concerned is one that, from a long period point of view, is 
produced under conditions of constant supply price. With a 
monopoly that has been started ah initio, if the commodity is 
produced under conditions of increasing supply price, the price 
that yields a nornjal return on actual investment will be too 
low; if it is produced under conditions of decreasing supply 
price, too high. In fact, as has already been observed, there is 
little likelihood of commodities subject to increasing supply 
price coming under monopolistic control. If then we calculate 
our “ proper price,” for control purposes, by reckoning what 
price would yield a normal return were the output most 
profitable at that price produced,^ the figure we reach will, 
with a monopoly that has been started ah initio, probably be 
somewhat too high. With a monopoly that is the aftermath 
of excessive investment and cut-throat competition, it will, on 
the other hand, probably be too low. There is not, however, 
so far as I can see, any other way in which a figure can be 
calculated at all.‘ 

* The careful reader will have noticed that, should the oqnipinenj 
possessed by the monopolist bo larger than that proper to competition, it wi 
not in fact bo possible, at a price determined as above, to find a market 
whole of the output that it would be prohtable to produce at that price. 
fact, however, docs not in any way impair the analysis of the text. 

* The difficulty dealt with in the above section, which in earlier eui w 
I had not noticed, was brought out in an illuminating artide on “ W*™. 
Investment versus Control of Return ’’ by Professw Knight in the v** 
Jowmal qf Economies for February 1980. 
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§ 18. If then, favie de mieux, we decide to make use of 
this way, it becomes necessary to determine what rate of profit, 
in any particular enterprise, the price of whose product has 
to be regulated, may rightly be considered normal. At first 
sight it might be thought that this issue can be settled 
fairly easily. Will not normal profit be such profit that, 
when allowance is made for earnings of management (as 
in joint stock companies is done automatically), what 
is left provides interest at the ordinary rate on the 
aipital of the concern ? This plausible suggestion is, however, 
easily shown to be very far from adequate. Let us, to begin 
with, suppose that the ordinary rate of interest really does 
correspond in all businesses to normal profits. We have still 
to determine what the capital is on which this ordinary 
rate is to be paid. Clearly we cannot interpret it as the 
market value of the concern, because, the market value of 
a business being simply the present value of its anticipated 
earnings, these earnings must yield the ordinary rate of interest 
on it, allowing for the particular risks involved, whatever sum 
they amount to. Indeed, if we were to take existing market 
value as our basis, since this depends on what people believe that 
ihe system of rate regulation will be, we should come perilously 
near to circular reasoning. Capital value, therefore, for 
rate control purposes, is something quite different from capital 
value for, say, taxation purposes. It must mean, in some 
souse, that capital which has in fact been invested in the 
business in the past. But this is not at all easy to calculate. 
When the sums of money invested in any concern include com- 
nussioii paid to a promoter for accomplishing a fusion, the 
advantage of which is expected to consist in the power to exact 
nioiiojtoly charges from the public, this commission ought not, 
it would seem, to be counted, except in so far as the fusion has 
‘‘Iso brought about increased productive efficiency. That this 
is an exceedingly important point becomes apparent when we 
karn that, according to high officials in some of the iudustrial 
conibinations of the United States, “ the cost of organisation, 
’’‘eluding the pay of the promoter and financier, amounts often 
I’* irom 20 to 40 per cent of the total amount of stock issued." i 
^ Janies and Olark. Tnut Problem, p. 90. 
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The same difficulty has to be faced as regards that part 
of the capital expenditure which has been employed in 
buying up existing concerns at a price enhanced by the hope 
that combination will make monopolistic action practicable. 
Apart from these difficult items, what we want to ascertain is 
the original capital expenditure, whether employed in physical 
construction, parliamentary costs, the purchase of patent rights 
or the upbuilding of a connection by advertisement, together 
with such later expenditure, in excess of the repairs ahd 
renewals required to keep the original capital intact, as h* 
not been taken out again in earnings, allowance being made foi 
the different dates of the various investments.^ For new 
businesses, to be established in the future, it would be easy 
enough to secure by law that information about all these 
items should be made available. But for businesses already 
long established it may be impossible to get this information. 
For example, similar expenditures on good - will and so 
forth, which one concern may have charged to capital, 
another will have treated as current expenditure, in such 
a way that it cannot practically be distinguished. In view 
of these difficulties some roundabout way of approximating to 
the truth may have to be employed. Obviously the nominal 
capital is quite useless for this purpose. It may have been 
watered and manipulated in ways that completely disguise the 
real facts. The market value of the capital we have already 
shown to be inappropriate. It is usual, therefore, to make use 
either of the estimated “ cost of reproduction ” of the concern’s 
plant — which may be very misleading if the relevant prices 
have changed substantially since the original investment was 
made — or of a value ascertained by direct physical valuation of 
the plant — the amount of which will, of course, depend on the 
principles in accordance with which the valuation is made — ; 
and then to make some more or less arbitrary allowance for 
costs of promotion, investments to build up good-will, patent 
rights, and so on. These data are not wanted for themselves, 
but are supposed to enable a rough estimate to be made of 
the actual capital investment, when this is not directly ascer- 

* Of. Heilman, “ Principlos of Pnblio Utility Valuation,” Qva/rtxriy Jo^i^ 
^ Seemmia, Feb. 1014, pp. 281-00. 
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ainable. To develop the diffioiilties of this process is outside 
ay present purpose.* 

§ 19. There remains a more fundamental complicaition. 
jp to this point it has been tacitly assumed that the capital 
uvested in any concern is properly and unambiguously repre- 
tented by the money invested in it. In actual fact, however, 

I real investment of 1000 days’ labour may be measured by 
£200 if it happens to be made in one year, and by £400 or, in 
conceivable circumstances, by £400,000 if it happens to be 
Qiade in another. In periods during which currencies are 
violently unstable, as in Russia and Germany after the war, 
this sort of difficulty inevitably becomes prominent. It is 
plain that real investment, and not money investment, is the 
fundamental thing, and that, therefore, in strictness, when 
general prices have changed, money investments ought, for 
our present purpose, to be written up or down so as to allow 
for this fact. This means revising all the records of past 
years and multiplying the money investment of each year by 
the ratio between the index number of general prices for that 
year and for the present tima In view of the acknowledged 
imperfections of existing index numbers, a device of this kind 
could hardly hope to win sufficient acceptance to make it 
practicable. When, as often happens, a substantial part of 
the investment in a concern has been made in the form of 
bonds or debentures, on which a fixed money interest is 
contracted for whatever happens to prices, it is open to a 
further serious objection. To allow a doubled gross money 
return to offset a doubling of prices would involve compensat’ 
lug the stockholders for the bondholders’ losses as well as 
for their own and leaving the bondholders to bear their 
fate unaided.* None the less, to ignore altogether large 
and rapid changes in general prices, such as have resulted from 
the Great War, would bo to accept and act upon a serious 
falsification of the facta These considerations, taken in con- 
jnnction with those set out in the preceding paragraph, 
aafiice to show that to determine what the capital of a concern 

2 Publie VmUif Sato, ohapten t. axid vi 

, Of. Bauer, " Fair Value for Effeotive Bate Ooatrol,” Amariam Eeommit 
December 1924, pp. 604'<. 
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is, 'on which ordinary " interest is to be allowed, is not an 
easy task. 

§20. But this is not all It is not true that the norma] 
"competitive" profits of any enterprise are the profits that 
would yield the "ordinary” rate of interest on the capital 
that has actually been invested in that enterprise. For the 
establishment of different enterprises involves both different 
degrees of risk and different initial periods of development, 
during which no return at all is likely to be obtained ; a!|id 
appropriate compensation under these heads must be made to 
those investors — the only ones with whom the State can deal 
— whose enterprises turn out successfully, and who, therefore, 
must be paid enough to balance the losses of those who have 
failed.^ This circumstance need not, indeed, be responsible for 
large practical difficulties in industries in which production 
has attained more or less of a routine character, but in ail 
industries in an experimental stage it is of dominant import- 
ance.® Furthermore, even if there were no risks, we could not 
regard as proper prices which would yield the ordinary rak 
of interest in all circumstances, but only prices which would 
yield that rate, if the management, and, indeed, the actual 
organisation of the original investment also, were conducted 
with “ ordinary ” ability ; and this is a vague and difficult con- 
ception. As Professor Taussig pertinently observes : “ Every 
one knows that fortunes are made in industries strictly com- 
petitive, and are to be ascribed to unusual business capacity. 

. . . When a monopoly or quasi-monopoly secures high returns, 
how are we to separate the part attributable to monopoly from 
the part attributable to excellence in management ? ” * To 
allow the same rate of return to companies which invest their 

^ Of. Greene, Corparaiion Ftnancef p. 134. . 

* If a concern lias been taken over by a company after the first stage o 
speculative adventure has been successfully passed, the purchase price will probab y 
include a large sum above cost. This may be a fair remuneration for the ns 
taken and uncertainty borne. But clearly, after it has been paid, to allow 
new company to reap profits which are both adjusted to the risks of the 

tion and also calculate upon a capital which includes the above sum, won ^ 
to compel the public to reward it for risk-taking for which it has not 
sponsible, and recompense for which has already been made. For an . 
general discussion of good-will cf. Leake, Oood^adU, U$ fuUure and 
wdm it. 

* American Ecommy Review Svipplementt March 1918, p. 182. 
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capital wastefally as to those which invest it well plainly makes 
against economical production. Incidentally, if there were 
two competing combinations to be dealt with, it would 
logically require forcing the better managed one to charge 
lower prices than the other, an arrangement which would not 
only have awkward consequences at the moment but would 
elfectively discourage good management. In this connection 
it should be noted that to extend combination further, so long 
as extension involves economies, is a form of good management, 
and a form that would be discouraged if prices were so regu- 
lated that no advantage were allowed to accrue to those who 
had brought it about. Finally, when a plant has been built 
to fit an expected future demand much in excess of the 
present demand, it would plainly be unreasonable to sanction 
rates high enough to yield a full return on the whole invest- 
ment before that future demand has developed.^ In view of 
these complications, and of the necessary limitations of its 
knowledge — for, as a rule, the controllers are bound to be 
much behind the controlled in technical experience — a public 
authority is almost certain either to exact too easy terms 
from the concerns it is seeking to control, and so to leave 
them with the power of simple monopoly, or to exact too 
hard terras, and so, though not permitting monopoly exaction 
to them, nevertheless to prevent the development of their 
industry to the point proper to simple competition. . The 
Britisli Tramways Act of 1870 appears to have failed in 
the latter way, and to have been responsible for prolonged 
delay in the development of electric traction in this country. 

§ 21. It is evident that the difficulties, which are in- 
volved in determining what scale of return should be regarded 
as normal in any particular productive enterprise, complicate 
alike the negative way of control, under which the Legislature 
simply condemns unreasonable prices, leaving the Courts to 
decide whether any given price scheme is in fact unreasonable, 
and the positive way, which lays down definite price maxima 
Plainly, however, th^ complicate the positive way more seri- 
ously than the other. An ordinary industrial concern produces 
^ great number of different varieties of goods, the raw materials 
* Of. Hartman, Fla4r Value$, p. ISO et atq. 
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for whkb are continually altering in cost, and the distinctive 
character of the finished product continually being modified. 
For any outside authority to draw up a schedule of permitted 
charges for a concern of this sort would be a hopeless task. 
On the other hand, for a trained Commission or judicial body 
equipped, like the American Federal Trade Commission, to 
make full inquiries, it would not be impossible to decide 
in a broad way whether, taking one product with another aild 
one time with another, some selected large combination — th^ 
Standard Oil Company, the United Steel Corporation, ot 
another — was charging prices calculated to yield to it more 
than the return deemed in the circumstances to be reasonable. 
For indiistrial concerns in normal times no attempt has ever 
been made to go beyond this negative way, and it does not 
seem, at all events in the present condition of economic 
knowledge and governmental competence, that any such 
attempt either can, or should, be made. Imperfect as the 
results to be hoped for from the negative way are, they 
are better than would be got from a blundering struggle 
after the other. In public utility concerns, on the other 
hand, the excess difficulty of the positive over the negative 
way is slight. As a general rule, the service provided by these 
concerns is single and relatively simple — gas, water, elec- 
tricity, transport of passengers. Not many separate prices 
— railway freight rates are, of course, a very important ex- 
ception — have, therefore, to be fixed. Further, the demand 
is generally unaffected by fashion, and equipment plays so 
large a part in the cost that changes in the price of raw 
material do not very greatly matter. Finally, even if 
these things were otherwise, the nature of the goods sold 
and the convenience of customers make it very desir- 
able that the prices charged should not undergo frequent 
change. In these concerns, therefore, the positive way 
of control by fixing maximum prices has generally been 
adopted. 

§ 22. When this is done, it becomes imperative to seek 
out the best means of guarding against the two opposite 
sorts of error, undue laxness and undue harshness, to which, 
as was shown in § 20, all forms of regulation are in practice 
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inclined. For this purpose one device sometimes recom- 
niended is to put up the licence to operate certain public 
utility services to a kind of auction. This plan allows 
the persons most interested themselves to present estimates 
of terms which they would reckon profitable. It has been 
described thus : " According to the best plan now in vogue, the 
City sells the franchise for constructing the works to the com- 
pany, which bids to furnish water at the lowest rates under 
definitely specified conditions, the franchise being sometimes 
perpetual, but often granting to the City at some future date 
an option for the purchase of the works.” Since, however, 
ia many cities, the companies capable of making tenders 
will be very few in number, and since, furthermore, their own 
estimates must be largely tentative, the adoption of this 
device is not incompatible with large errors. The likelihood 
of error is made greater by the fact that the conditions of 
most industries are continually changing, in such wise that 
the scheme of price-regulation, which is proper at one time, 
necessarily becomes improper at another. 

§ 23. A further effort at limiting the range of error can 
be made through arrangements under which the regulations 
imposed are submitted to periodical revision. Franchises 
“cannot be fixed, or justly fixed, for all time, owing to 
rapidly changing conditions."^ With the growth of im- 
provements and so on, it may well happen that a maximum 
inice designed to imitate competitive conditions will, after 
a while, stand above the price that an unrestricted monopolist 
would find it profitable to charge, and will, therefore, be 
altogether ineffective. “The public should retain in all 
cases an interest in the growth and profits of the future.”* 
A ])rovi8ion for periodic revision in a franchise may, however, 
by creating uncertainty, restrict investment in the indusfry 
concerned to an extent that is injurious to the national 
dividend. Further, if the revision is to occur at fixed intervals, 
it may tempt companies, shortly before the close of one of these 
intervals, to hold back important developments till after the 
‘^vision has taken place, lest a large part of their fruits 

, * Bemia, Mimicipal Monapolim, p. 82. 

Municipal and PrivaU Operalim qf Public UtUUicc, voL i p. 24. 
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should be taken away in the form of lowered prices ; ^ and 
this difficulty cannot be wholly overcome by clauses stipulating 
for the introduction of such technical improvements as are, 
from time to time, invented elsewhere. One way of meeting 
these dangers is to hedge round the revising body with 
conditions designed to defend the company’s interest. For 
example, the Kailway Act of 1844 provided that, if dividends 
exceeded 10 per cent on the paid-up capital after twenty-o^e 
years from the sanctioning of the lines, the Lords of tl^ 
Treasury might revise tolls, fares, etc., on the condition that 
they guaranteed a 10 per cent dividend for the next twenty, 
one years. Another way is to make the revision period 
so far distant from the date at which an undertaking is 
initiated that the effect upon investment due to the anticipa- 
tion of it will be very small. It is evident that, just in 
so far as either of these lines of defence is adopted, the 
efficacy of revision, as a means of lessening the gap between 
actual regulation and ideal regulation, is diminished. But, 
if regulation is to be attempted at all, the retention by 
the State of revising powers in some form is absolutely 
essential. It would seem that this could be provided for with- 
out imposing a serious check either on investment or on enter- 
prise, if the principles on which the revision would proceed 
were clearly laid down and understood. The revisers might 
be instructed at each revision period to fix a price — or, when 
they have to do with joint products, several adjusted prices — 
sufficiently high to continue to the company a fair rate 
on their total real investment, account being taken of the 
fact that the capital turned into it in the first instance was 
probably subject to great risk, while that added subsequently 
needs a less reward under this bead. They might be in- 
structed further, in deciding what constitutes a fair return, 
to consider generally the quality of management that has 
been displayed, fixing prices to yield- higher returns when 
the management has been good than when it has been 
indifferent or bad. No doubt, the technical difficulty of 
this kind of revision would be exceedingly great, but it 

1 Cf. Whitten, Regviaikm qf PubUe Service Comfomiu in Qrtat Sritaiih 
p. 224. 
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would not be nearly so great as that of the initial regulation, 
jt is not unreasonable to suppose that a class of official 
might eventually be evolved whose decision on such matters, 
wlien founded on adequate comparative statistics, would at 
once deserve and command the confidence of would-be 
investors. Such investors would have the consolation of 
knowing that, while, on the one hand, the price of their 
product was liable to enforced reduction, on the other hand, 
if costs of material and labour went against them, it might 
be raised in their favour. 

§ 24. Yet another device designed to limit the range of 
error remains. In all ordinary industries many variations 
in the costs of material and so forth occur within the success- 
ive revision periods. If the guidance of simple competition 
is to be followed, such variations should be accompanied by 
vaiiations in the prices charged to consumers. No doubt, 
where, as in railway service, the technical inconvenience of 
coiistaiitly changing prices would be very great, it may, on 
tlie whole, be best not to follow this guidance for short-period 
movements ; but such cases are probably rare. Attempts are 
sonjetimes made by controlling authorities to organise the 
required price variations by some sort of self-adjusting 
arrangement. A crude method, which has been applied to 
some gas companies in this country, is to fix a maximum 
dividend. If the competence of the management remains 
coustaut, this implies that, when costs fall beyond a certain 
I'oint, the prices charged to consumers must also faU. This 
method, however, has the grave disadvantage that it is 
likely, so soon as it becomes operative, to cut away the normal 
motives for skill and care in management and for avoidance 
of waste. A less crude method is to lay down a standard of 
earnings, always to allow prices to be charged high enough to 
yield this standard, and to provide further that, when this 
standard is passed, a defined proportion of the balance shall 
l>e used to reduce prices, while the remainder is left to augment 
earnings. In the South Metropolitan Gas Company’s Act of 
1920 there is an arrangement of this kind, three-quarters of 
whatever balance there may be over standard earnings being 
allotted to consumers. Railway rates in this country are now 
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governed on a eomewhat similar plan. The Bailways Act, 
1921, lays down for each amalgamated company a standard 
income, based on the earnings of 1913 with allowances for 
new investments, and so forth. If experience shows that the 
rates of charge fixed by the Bates Tribunal yield, or could, with 
efficient and economical management, have yielded, an income 
greater than the standard income, the Bates Tribunal are 
instructed to reduce the rates of charge “ so as to effect the 
reduction of the net income of the company in subseque^ 
years to an extent equivalent to 80 per cent of such excess ’V, 
and, if the net income actually yielded turns out to be less 
than the standard income together with appropriate allowances 
for new capital, the tribunal shall increase the rates of charge 
to bring it up to this amount, provided that the deficiency 
is not due to lack of efficiency or economy in the management. 
Plainly, under this arrangement the discouragement to skill and 
economy will be smaller than it would be under a maximum 
dividend plan after the maximum has been reached ; but, in 
view of the extreme difficulty that any tribunal must find in 
adjudicating as to efficiency and economy in management, 
it is bound to be greater than it would be under that plan 
before the maximum has been reached. Yet a third method 
is that of connecting changes in the dividend paid to share- 
holders during any licence period with changes in selling price 
hy means of a sliding scale. Illustrations of this method are 
furnished in a number of English Acts of Parliament dealing 
with gas companies. One pre-war Act, for example, fixed a 
standard price of 3s. 9d. per thousand cubic feet, and provided 
that, for every penny put on or off that price, the company 
might, when there are reductions, and must, when there were 
increases, move the dividend up or down a quarter per cent. 
Another illustration w furnished by the Act governing the 
Lancashire Power Company, which furnishes electricity m 
bulk. This Act “ provides for a dividend of 8 per cent and 
an additional 1‘25 per cent reduction in price for eve^ 
0’25 per cent increase of dividend above 8 per cent, w 
respect of every 5 per cent charged below the maxiinuffl 
price allowed by the Act.” ’ Sliding scales of this kind— 
* H. Heyer, Municipal OmurMp im Oreat Britttia, p, 281. 
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ffhich, if they are to be effective, must, of course, be combined 
with Government control over the issue of new capital by 
the companies concerned — are, like sliding scales of wages, 
not substitutes for, but complements to, a system of 
periodic revision of the licence terms; for, if they were 
treated as permanent arrangements, all improvements and 
discoveries that reduced cost of production, whether made by 
the concerns themselves or by others, would steadily and 
continuously enhance profits. They are not easily organised 
for new companies, because the appropriate standards of price 
and dividend cannot be determined till some experience has 
been gained of the working of a concern. But it is feasible, 
and before the war it was the practice of the Board of Trade 
in dealing with gas companies, to fix a simple maximum 
price at first and to reserve power to substitute a sliding 
scale after the lapse of a certain interval^ These scale 
arrangements, like the other methods discussed above, are open 
to the iobjection that they push prices up, not only when the 
costs of raw materials and labour rise, but equally when the 
profits of a company are reduced by incompetent management. 
In spite, however, of these difficulties, sliding scales — and 
the same thing may be said of the standard earnings plan 
—may be expected, when carefully constructed, to make 
possible a nearer approach to the system of prices proper 
to simple competition than would be possible under any plan 
that, over the intervals between revision periods, fixed prices 
rigidly. Moreover, the danger of discouraging competent 
management may be met to some extent by provisions, such 
as those embodied in the British railway law, under 
which the controlling authority is allowed to veto an increase 
of charges when falling earnings appear to be the result, not 
of natural causes, but of incompetence. 

§ 25. It should be added that arrangements of the kind 
i iiave been describing, though they may make fair provision 
for adjiisting charges within the revision periods to variations 
III the cost of raw materials, and so forth, are extremely ill- 
fitted to cope with variations in demand ; for, whereas, if simple 

p Whitten, Regviai'UM PuHie 8*rviee Ompanitt in Qrtat Britain, 
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competition is to be followed, upward movements of demand 
— we are here, of course, only concerned with short-period 
fluctuations — should be associated with upward movements of 
price, under these arrangements they will be associated with 
downward movements of price. Demand variations, moreover, 
may be very important, and may call for large associated price 
variations. With given demand variations, the extent of 
these should be especially great in industries where the j|)art 
played by supplementary costs — which are not reduced j^o- 
portionately when output is reduced — is large relatively i to 
the part played by prime costs: and supplementary costs 
are, in fact, very important in the generality of industries. 
It might be possible to take account of variations in demand, 
as well as of variations in cost, by a scale system that 
should link up permitted changes in price with changes in 
the volume of service supplied, instead of with changes in 
earnings. So far as I am aware, however, no self-acting 
system of this kind is as yet anywhere in operation. 

§ 26. There remains another difficulty of a different 
order. The main part of what has been said so far has 
tacitly assumed that, in framing our control policy, we start 
with a clear table. For industrial monopolies that come into 
being after the general lines of our policy have been fixed, and 
for public utility corporations upon which conditions are 
imposed at the time when the original franchise is granted, this 
is, of course, true. But, in so far as we have to do with 
monopolistic concerns over which at present control is either 
not exercised at all or exercised in a very imperfect manner, 
the case is different. To bring these concerns now under a 
system of price regulation of the tjrpe that we are contempls^ 
ing would, in many instances, involve a large reduction in their 
income and in the capital value of their shares. So far as original 
shareholders or persons who have inherited from them are 
concerned, this does not greatly matter. The fact that theae 
persons have made abnormal profits in the past is no rea®®® 
why they should be allowed to do so in the future. But the 
position is different with recent purchasers of shares, whose 
purchase price has been regulated by the conditions rul«^ 
before control, or the strict form of control here contempl*!**^ 
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vas seriouslj thought about. Such persons may perhaps be 
getting now, say 8 per cent on their money, and control may 
knock this down to 5 per cent, reducing the value of their capital 
by one-third or even one-half. To make regulations that will 
strike with cruel severity on arbitrarily selected groups of 
perfectly innocent persons is not a thing to be lightly 
undertaken. There are limits to the right of the State to 
ride rough-shod over legitimate expectations. And yet to 
I refrain from control that ought to be imposed, because we 
Bglected our duty in not imposing it before, is to enslave 
iirselves to past mistakes. Surrender to the " widows and 
rphans” argument means, in substance, abandonment of 
jfonn. No perfect solution of this conflict can be hoped for. 
lut it would seem a reasonable compromise, and one adequately 
ireful of vested interests, to provide that, when the sudden 
itroduction of a full measure of price control on the principles 
idicated above would greatly depress values, this control 
hould only be introduced after an interval of notice, and then 
ly gradual steps. 

§ 27. Even, however, if this somewhat special difficulty 
)e left out of account, the preceding general review makes 
t evident that, under any form of State control over private 
nonopoly — and it should be noticed that, though the examples 
jiled have to do only with special kinds of private monopoly, 
the argument refers to all kinds — a considerable gap between 
the ideal and the actual is likely to remain. The method of 
control, whether positive or negative, is, in short, an exceedingly 
imperfect means of approximating industry towards the price 
level and output proper to simple competition. Moreover, 
it is apt to prove a costly method. As Professor Durand 
observes: “Government regulation of prices and profits of 
private concerns always involves a large element of waste, 
of duplication of energy and cost. It means that two sets of 
Persons are concerning themselves with the same work. The 
®anager.s and employees of the corporation must study cost 
Counting and conditions of demand in determining price 
policy, xhe officers and employees of the Government must 
low and do it all over again. Moreover, the fact that 
I “ese two seta of persons have different motives in approaching 
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their work means friction and litigation, and these spell furthei 
expense. To superimpose a vast governmental machinerj 
upon the vast machinery of private business is an extrava. 
gance, which should be avoided if it is possible to do so.” 
This consideration is one that ought not to be ignored. Th« 
expense involved in public supervision should be debited againsi 
the system of private enterprise in monopolistic industriet 
before the real efiiciency of this system is brought into .com. 
parison with the rival system of public enterprise. \ 

QiutrUrly Journal Eeonomie$, 1914, pp, 674-6 ; and The Trust Pi-oikm 

^ 57 . 
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PUBUC OPERATION OF INDUSTRIES 

; 1. In earlier chapters of this book it has been shown that 
irivate enterprise left to itself, even when it operates under 
ionditions of simple competition, often leads to a distribution 
jf resources less favourable to the national dividend than 
iome other possible distributions. In some occupations the 
ralue of the marginal private net product of the resources 
>iiiployed is less than the value of the marginal social net 
product, with the result that too little is invested ; in other 
industries the value of the marginal private net product is 
the larger, and too much is invested ; in yet others the exercise 
of monopoly power contracts output, and investment falls much 
helow what the public interest requires. When competition 
rules and social and private net product at the margin diverge, 
it is theoretically possible to put matters right by the im- 
position of a tax or the grant of a subsidy ; when mono- 
poly rules, it is theoretically possible to render it innocuous 
liy the regulation of price, — in conjunction, in some circum- 
stances, with the regulation of output The preceding dis- 
cussion, however, has made it plain that to counter the bias 
jCl private interest in these ways must prove in practice an 
extraordinarily difficult task, and one which cannot be carried 
11‘rough completely. Hence the question arises whether, 
ether things being equal, it would not be better for public 
authorities themselves to operate certain classes of undertak- 
teg instead of trying to control their operation by private 
cuterjirise, 

§ 2. It must be clearly understood that the issue here 
concerns public operation, not public ownership. 

181 
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Public ownership by itself, and apart from any distributiona 
change that may have come about if the ownership has beei 
acquired without the payment of full compensation, meam 
very little. Suppose, for example, that a municipality raisei 
a loan of a million pounds in order to establish an electiii 
supply works, interest to be paid at 6 per cent and th( 
principal to be paid off in fifty years through a sinking fund 
The legal position will be that the municipality owii^s the 
works from the moment they are built, subject to what w, in 
effect, a mortgage to the fundholders. If a private syndicate 
had put up money, built the works, and loaned them to the 
municipality on terms involving exactly the same charges to 
the municipality and providing for the works to pass into its 
possession after fifty years, the syndicate would, during those 
fifty years, be the owner. But, granted that the municipality 
was free to do what it chose with the works, whether by 
altering them or adding to them, the real position would be 
exactly the same on this as on the other plan. The distinc- 
tion between public ownership and private ownership would 
be a mere technicality of no practical effect. In like manner, 
if a public authority lends a million pounds to a private 
concern at 5 per cent perpetual interest to enable it to build 
an electric works, the real position is exactly the same as if 
it built the works itself and let them to a private concern at s 
perpetual interest of equal amount: but under the former 
plan the private concern, and under the latter the public body, 
is technically owner. There is a difference in form, but 
identity in substance. Between public operation and private 
operation, on the other hand, there is always and necessarily 
a fundamental difference of substance. 

§ 3. In view of the many technical difficulties, to which 
attention has been called in the preceding chapter, in the way 
of the effective exercise of public control ovot private industry, 
the case for public operation, at all events in industries with 
a tendency towards monopoly, is, from the point of view o 
a right distribution of national resources among differfl®*' 
occupations, a very strong ona It remains very strong 
spite of the fact that, as is alleged to have happen®^ 
Government railways in certain democratically governed States, 
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it may be perverted to satisfy local and sectional, or even 
personal, ends;^ for this danger has been snbstantially 
lessened by the invention of extra-parliamentary "commis- 
sions,” as described in Chapter XX., for working public 
enterprises. But the comparative effect of public control 
and public operation upon the right distribution of national 
resources among different occupations is not the only thing 
we have to consider in making our choice between them. 
Other things besides this are involved, just as other things 
were involved in our comparison between voluntary Purchasers’ 
Associations and ordinary commercial businesses. We are not 
entitled to assume without argument that the economies of pro- 
duction will be the same under public operation and private 
operation. It may be that public operation is less economical 
tkn private operation, even when private firms are subject 
to public control. If this is so, the disadvantages of public 
operation as regards economical production have to be balanced 
against its advantages as regards the distribution of resources 
among different occupations. Hence, before any real answer 
to our question can be attempted, it is necessary to undertake 
some comparison of public with private operation from the 
standpoint of productive efficiency. 

§ 4. It will be well at the outset to clear out of the way 
two arguments drawn from the experience of the war, which 
are based on a loose use of the term efficiency and are not 
really relevant. 

First, it has been argued as follows : " If the individualist 
principle is the right thing, then it was manifestly absurd 
in war time to do what the Government did, for example 
in taking over the railwaya If divided railway control was 
efficient, why interfere with it ; why not carry on as usual ? 
^at was there in the way of moving trains and men that 
'I'^as not the proper business of railway companies, and why, 
iten, were they ' interfered with ’ ? If it b^mes obviously 
■'ecessary to mobilise railways in war to move some hundreds 

thousands or millions of men, why is it not necessary to 
®>obili8e railways in peace to move to the best advantage 
three hundred million tons of coal in a yew — the 
' Of. Aoworth, Stak BaUwoif Owntnk^ p. lOS. 
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coal which is the very life-blood of British industry ? ” * This 
reasoning assumes that the State took over the railways is 
war time in order to render them technically more efficient. 
In fact it took them over in order to ensure that the 
Oovernmeut should have full command over their lines and 
equipment, and should not have to do without services it 
needed on account of conflicting claims firom private persons. 
Normally railways, like all other concerns that sell tl^eir 
output for money, allocate that output in accordance W^th 
the effective monetary demand of their various customeVs. 
In war time it was obviously necessary to scrap effective 
monetary demand as the directing factor in the distribution 
of railway services among rival customers. The fact that 
this was done with general agreement is no proof that any one 
considered railways to be technically less efficient, i.e. to 
require a greater real cost to obtain a given result, under 
private than under public management. 

Secondly, an analogous argument has been built up to 
prove that the establishment of national munition factories 
enabled the Government to obtain its supplies enormously 
more cheaply than it could have done, and was in fact 
doing, from private firms. But the circumstances of the war 
were such that the private sellers of munitions, faced with 
an tmlimited Government demand, were able to exact prices 
very greatly in excess of their own cost of production. Such 
a state of affairs does, indeed, provide a strong argument for 
national action, but the fact that a national shell-works can 
produce shells at a less cost than the price that a private 
works can force the Government to pay is no proof that it 
is technically more efficient. Technical efficiency concerns 
real costs of production, not sale prices fixed under conditions 
of shortage or conditions of monopoly. I do not here raiw 
the question whether, in fact, cost of production was less in 
Government than in private shell factories. Whether it was 
so or not, it certainly cannot be proved to have been so 
by a comparison of the costs of production in Government 
factories with the selling price of private factories. Ihi® 
argument, like the preceding, therefore, falls to the ground. 

* Chiozza Money, Th$ Trimufh ^ NationcUixation, pp. 
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§ 6. Another negative proposition of a general character 
0iay he set down. This is that attempts to conduct such 
a comparison by reference to statistics are foredoomed 
to failure. No doubt, if it could be shown that, other 
conditions being the same, a given output was, in general, 
obtained at greater, or at less, real cost under public than 
under private management, genuine evidence about the 
relative efficiency of the two forms of organisation would be 
obtained. But in real life this is impracticable. In the first 
place, the quality of services, which are called by the same name, 
varies enormously in different places, and it is almost impos- 
sible properly to allow for these variations. “ Our street cars,” 
say the Reporters of the American Civic Federation, “run 
faster, carry more strap passengers, and kill and injure more 
people than the street cars, public or private, of any other 
country. Our people seem to like this, but the English would 
not.”^ How can differences of this sort possibly be taken 
into account ? Again, the conditions of production in different 
places are utterly different. “ In Syracuse (U.S.A.) the water 
flows to the city by gravity ; in Indianapolis it must be 
pumped.” * “ To compare a private corporation within the 

limits of a great city, where an immense supply is furnished, 
and where special conditions of non-interference with adjoining 
property rights are to be met, with some municipal plant in a 
suburban town, upon a beisis of the relative amount of supplies 
and labour required per unit of electrical energy, would 
obviously be unfair to both contestants. Nor is it possible to 
compare in this manner two lighting-stations having approxi- 
mately the same yearly output, and which are similarly located 
with reference to adjoining interests, but are situated, the one 
m the North and the other in the South, for the reason that 
the daily period of service will vary in these two localities on 
account of variation in the hours of darkness. For the same 
reason we cannot compare the summer service of one station 
with the winter service of another, even though we should 
attempt to reduce them both to a common basis by obtaining 
the amount of human effort employed per unit of electrical 

* itmicipai and Private Operation PuUie Utililiet, vol. i. p. 287. 

> Jbid. yol L p. 21. 
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energy.”^ In short, arguments &om statistics, even apart 
from the pitfalls with which unwary inquirers are oon&onted 
in the interpretation of municipal accounts,’ are, in this 
field, almost entirely valueless. This remark is of general 
application. But, in view of the exceptional psychological 
conditions of war time and the temporary use by government 
of a large number of able men normally engaged in priyate 
business, as well as of the fact that the commodities produced 
in government factories during the war were for State Vse 
and not for the market, it has very special relevance 'to 
arguments drawn firom the experiences of the war period. 

§ 6. Statistical evidence being thus inadequate, it is 
necessary to proceed — again as in our study of voluntary 
Purchasers’ Associations — by way of general considerationa 
Let us begin by comparing public operation with vneorUrolled 
private operation. There is general agreement that, when 
conditions are such as to allow of small scale production by 
private businesses, the personal interest of the head of the 
business in its success provides a stimulus to efficiency that is 
lacking in both joint stock private concerns and in public 
concerna Over a large field of industry, however, the 
practical choice is, not between private businesses and 
public concerns, but between joint stock companies and public 
concerns. Here the initiative, freedom and interest of the 
captain of industry working his own comparatively small 
business cannot be had in any event The issue is a different 
and more evenly balanced one. The discussion of it may 
well be started with an observation of the Committee of 
the American Civic Federation : “ There are no particular 
reasons why the financial results from private or public 
operation should be different if the conditions are the same" 
The reason for this remark, of course, is that, whether a 
service is provided by a private company or by a public 
governmental authority, the actual running of the business 
must be similar. An expert staff must be appointed, con- 
trolled in a general way, in the one case by a committee of 

> Bemis, Municipal McaupolUc, pp. 289 - 90 . j w 

* Of., imtcr alia, Knoop, Prineipha and Mtthada Mmiapol Tmm 
ehap. T. 

* Municipal and Private Operation tfPMie UiUititt, voL L p< 
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^rectors chosen by the shareholders, in the other case by 
a committee, a commission, a council, a ministerial department, 
ox m cd hoc body like the Port of London Authority, to 
represent the public. Managing power, as a whole, may be 
conceived as distributed among electors, directors — or com- 
mittee, or whatever the controlling authority is — and staff. 
There seem no general a priori grounds for holding, without 
reference to the special nature of the controlling orgeuaisations 
evolved imder them, that either public or private management 
is likely to prove technically the more efficient. 

§ 7. In some matters of slight, but not negligible, im- 
portance experience suggests that the public authority has an 
advantaga This advantage is analogous to one found in pro- 
ductive co-operation. It is that, for a given sum of money, 
more efficient engineer or manager can be obtained than 
ill be forthcoming under private management, for the reason 
oat the position of a public servant is at once attractive in 
jself and also makes appeal to altruistic motives ; or, alter- 
atively, that an engineer or manager of given efficiency can 
le obtained for a smaller sum of money. This advantage, it 
uust be clearly understood, is a real advantage, and not a 
:iiid of bounty obtained at the expense of the engineer or 
uanager ; for there is created a new value in the extra satis- 
action which the said engineer or manager derives from the 
kt of serving the public. The difference between what a 
man of given ability would have been willing to work for in 
1 private company and what he does work for in a State 
department is, in effect, extra product due to the adoption of 
l^lie public form of industrial organisation. This difference is 
mot, of course, equivalent to the difference between the earnings 
mf the head of a State department and those of the head of a 
private business, because in the earnings of the latter there 
“ generally included a return for “ waiting ” and “ uncertainty- 
Wing," — services which in the pubUo departments are 
provided by the tax-payer. It is fallacious to take the 
excess of the income of an American railway king over that 
e the administrator of the Prussian State railways in pre-war 
eys as a measure of the comparative wastefulness of private 
‘‘‘terprise. Still there is, pro (onto, an advanti^ on the side 
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of public operation in the fact that good technical expeit 
under it cost less, 

§ 8. A more important matter is the business capacity oj 
the authority above the technical managers which detennina 
general policy. In municipal undertakings this authority u 
generally a committee of the town council — a body whose 
members are elected for their political, rather than for tbeii 
commercial, qualifications, and are also more liable than \ the 
directors of a company to lose their seats at short inter^ls. 
There is the further difficulty that the employees of a 
municipal enterprise may play an important part in electiog 
councillors. This may lead some councillors to interfere for 
political reasons with the disciplinary and other discretionary 
powers of the higher officials. It has even been suggested 
that in some towns city engineers have been hindered by the 
council from introducing labour-saving devices, by which the 
employment of some of the councillors’ electors would be 
threatened.^ 

In national undertakings run by a government department 
the higher authority is a body of civil servants technically 
subordinate to a political head responsible to Parliament 
Through this political head, pressure of various sorts, some of 
it probably anti-social in character, can be exercised on the 
running of the undertaking. But, even if this does not 
happen, the civil service organisation, no doubt excellent for 
the purposes for which it is primarily designed, is apt to 
cramp efficiency. When important decisions have to be taken 
there is a tradition of method in government offices that 
makes for delay, hesitancy and immobility.* Thus Mr. Justice 

^ Municipal and Privait Operaiion qf Public UHlities^ voL i. p. 28. 

* Mr. Hawtrey writes ; “ Substitute a functionary for an independent 
trader, and he finds himself precluded from doing- anything which he canno 
explain and defend if called upon, to his official suprior. The 
judgment is partly sub-conscious, and, in so far as it is conscious, its men 
processes are not linguistic. To express in language even the decision itse 
an effort ; to express the grounds on which it is taken would often be a mnni ^ 
able exercise in both psychology and literary composition. . . • There 
tendency for any official hierarchy to be limit^ to those decisions that can^^ 
readily communicated in language fri>m one functionary to another. . • • 
enlightened bureaucracy would try by every available means to escape from 
paralysing limitation, and to devolve and decentralise whenever possible, 
the limitation is inherent in the system and cannot be avoided altoge 
{The Economic Problem^ pp. 889-40). 
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3aiikey» in his report on the coal mining industiy, speaks of 
‘ the present Civil Service system of selection and promotion 
by length of service, of grades of servants, of minuting copies 
ind reports from one servant to another, and of salaries and 
pensions.” In pure routine work this system may do no 
barm, but, when enterprise and quick decisions are necessary, 
it cannot fail to prove hampering both in the choice of the 
most suitable man for a given work and in the actual carrying 
on of work. It should be noted that this consideration is 
very much less important in concerns producing exclusively, 
as, in war time especially, certain concerns do, for government ; 
for work of this kind must be done on order, and there is no 
scope for that forecasting of the market in which government 
departments are commonly supposed to be inferior to private 
businesses or joint stock C9mpanie8. Thus Professor Lehfeldt 
has well observed : “ Anyone — government, company or in- 
dividual — who c^n take over the whole output of a factory 
may well be justified in setting one up for himself ; but the 
ordinary factory has to sell its products and to find customers : 
that is quite a different matter.”^ In this connection the 
early history of telegraphic communication is interesting. 
The semaphore system of optical telegraphy invented at the 
end of the eighteenth century was taken up by the French 
Government for military use, confined to that use, and worked 
by the government exclusively. In 1845 the French Govern- 
ment, in a like spirit and for a like purpose, started an electric 
telegraph, “ The public authorities felt a need of their own, 
and, finding no one else to supply it for them, set to work 
to sup})ly it for themselves. . . . Public ownership of 
elegraphs in the beginning was not, strictly speaking, a 
manifestation of the spirit of business enterprise. It was 
simply a branch of the public administration, forced upon the 
pvernment by the lack of private enterprise.”* When an 
industry is chiefly engaged in producing things for the consump- 
tion of the general public, the call for prevision and constructive 
speculation is, of course, much greater, and, therefore, the defects 
civil service methods correspondingly more marked. 

t n , * Samomia in th« Li^ </ fFetr, p. 26. 

Uoloombe, PuNie Ovmrskip Ttl^pfumu m th* CottHnent Swrope, p. 21. 
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It is coming, however, more and more to be realised that 
the public operation of national undertakings does not 
necessarily imply that these undertakings are run by a 
government department organised on civil service principles. 
The Port of London Authority is a special authority worUng 
quite differently &om a government department. Canada 
has created the Canadian National Eailways Company, with 
the government as the only shareholder, but with business 
directors appointed like ordinary directors and endowedi with 
complete freedom of management.^ The proposals of\ the 
Sankey Commission also aimed at setting up an authoritjr for 
coal mining, which, though national, should nevertheless be 
run in the main on non-bureaucratic and non-political lines. 
Consumers’ representatives were to be associated with the 
management, as is already done in the national telephone 
service of Switzerland.* A comparison of a body of this type 
with the directorate of a joint stock company might well 
work out more favourably than a comparison of, say, the 
body ruling the Post Office with such a directorate. Plainly, 
it is impossible to generalise on this matter of business com- 
petence, apart from a knowledge of the detailed organisation 
under which it is proposed that particular public under- 
takings should be run. 

§ 9. So far governmental operation has been set against 
UTUxmirolled private or joint stock operation. In practice, 
however, as has already been made clear, where public 
operation is a live issue, the alternative is tmirdUd private 
or joint stock operation. Control must hamper that initiative 
which is the chief merit of private enterprise, and the extent 
to which it hampers it will be greater the more far-reaching 
is the control. If it goes so far as to settle the things to 
be produced and the method of production, it will hamper 
initiative greatly. If, on the other hand, it does not extend 
beyond fixing a maximum price with a liberal margin, or even 

• Acworth, 8taU Bailvmy Ovmership, p, 12. The directors are, however, 
only apiwinted for one year, and it is, therefore, in the power of the govenim® 
at any time to make the management, in effect, political 1^ choosing direct 
snbservient to itself. 

* Ct Holcombe, PiMic Ownenikip of T4«phone$ on Hho OoiUinaU of 

p. 262. 
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ixing a sliding scale of profits and prices in combination, as 
inder some gas company charters, it will, of course, hamper 
nitiative much lesa It is, thus, not possible to compare the 
iecbnical efiSciency of government operation and of controlled 
j,rivate operation in general terms, because controlled private 
operation may mean any one of a great number of different 
tMngs — just, indeed, as, on the showing of preceding sections, 
government operation itself may also do. The only broad 
inference to which we are entitled is that, as between govern- 
ment operation and controlled private operation, a comparison 
of technical efficiency is likely to be somewhat more favour- 
able to government operation than it would be as against 
uncontrolled private operation. 

§ 10. This somewhat impotent conclusion does not, how- 
ever, exhaust the discussion. There remain three important 
groups of considerations which, when we look beyond mere 
technical competence, tend to suggest that public operation is 
likely — ^not, of course, always, but as a general rule — to be 
inferior, from the standpoint of the dividend, to public control. 
The first of these has to do with the fact that, not only different 
producers within the same industry, but also different producers 
in apparently disconnected industries, are often, in reality, 
ivals. No doubt, an industry can be imagined which is 
monopolistic in the widest possible sense, in such wise that 
not only are there no competing firms within it, but also 
there are no competing industries outside it. There is some 
reason to believe that the service of supplying a modem 
city with water is monopolistic in this sense. It would be 
possible, by combining together a number of industries that 
iire now separate, to create other monopolies of the same sort. 
For example, the various means of communication, such as 
omnibuses, trams, motor cars and carriages, might all con- 
ceivably be brought together under one hand. The same 
thing might conceivably be done with all the means of pro- 
viding artificial light or all the means of providing power. 

such arrangements are quite out of relation to actual 
ects. Jis things are at present, I shotild doubt if any in- 
“8try, except that of water supply, can properly be regarded 
monopolistic in the wide sense here taken. Now, the 
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interest of the national dividend requires that, vrhere a 
number of establishments, whether in the same industry or 
in different industries, are competing for the supply of soma 
public need, that one which can supply it most efficientlj 
shall oust the others. But, when any enterprise is operated 
by a public authority, it is likely to be maintained by 
artificial support, even though it is less efficient than ita 
rivals. The reason is that persons in control of such an 
enterprise, being naturally anxious to make that enterpi^ise a 
success, tend to identify the good of the whole with the )good 
of their own department. Hence a government authority 
embarked on a business is almost certain, if it prove com- 
mercially weak, to employ unfair weapons from its nooa- 
commercial armoury, the use of which will maintain it more 
or less permanently in being, despite the fact that its 
productive methods are more costly than those of its rivals. 
These unfair methods are of two sorts, according as they are 
directed primarily to defend the government enterprise or 
to obstruct its competitors. 

Defensive non-commercial methods consist, in the main, 
in the conscious or unconscious practice of devices for securing 
a differential bounty from the general public. A government 
authority, which is engaged partly in business and partly in 
rendering general unremunerated services, may charge expenses 
that really belong to the business against the other part of 
its work. A very glaring example is the practice of the 
London County Council in writing down the value of land 
purchased for workmen’s dwellings to the value which it has, 
not in the general market, but as ear-marked for this par- 
ticular purpose. Again, municipal tramway accounts may he 
given a false appearance of prosperity by the device of charg- 
ing expenditure upon roads, which is properly attributable to 
them, to the general road account.^ A like device is adop^ 
in a milder form when a municipality fails to set aside 
a special fund to balance the advantage it possesses over 
private enterprise in being able to borrow money on easier 
terms. “A municipality can float bonds at a lower rate 
of interest than a private company, since the whole assessabe 

* Munidpal and Privat* Operation ^ PMie UtHitiu, vol- t P- 
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toperty of the town is generally liable for the payment of 
iterest and principal, while the company can give security 
jly on the works.” ^ This ability on the part of a muni- 
.pality is thus due, in the main, simply to the fact that it 
1 able to force upon the ratepayers an obligation to pay 
,8 bondholders even if the enterprise fails, while a private 
jmpany has, by the offer of higher pay, to obtain debenture 
olders who are prepared, in the event of failure, to lose 
tieir money. Except in so far as the fear of failure, and, 
[lerefore, the extra compensation asked for by debenture 
olders, is due to public ignorance of facts which are 
lore readily ascertainable in connection with municipalities 
ban with companies® — to that extent municipal operation 
ffects a small real saving — the social cost of the muni- 
ipality’s cheap loan is the same as that of the company’s 
olatively dear loan. If the two enterprises are to compete 
airly, the municipality ought to transfer to the rates the bulk 
)f its gain from better credit, before balancing the accounts 
)f its business. If it does not do this, it is, in effect, assisting 
})iat business by a contribution from the general public. In 
V) far as the lower terms on which it can engage managers 
ind engineers are due to the fact that the shouldering of risks 
by the ratepayers safeguards them against the possibility of 
their employers going bankrupt, it is doing the same thing a 
second time, unless it transfers the gain made under this head 
also to the ratea Of course, if a municipally managed under- 
taking, on account of superior eficiency, is less likely to make 
a loss than a corresponding private concern, there is a real 
gain. But, since, in any event, there is the gilt-edged guarantee 
of the ratepayers, that gain is not reflected in the better terms 
on which the municipality can borrow. 

Aggressive non-commercial methods are made possible by 
the fact that public authorities, besides operating their own 

‘ Bemig, Mvmieipdl Monopolies, p. 46 . 

The adrantage available for municipal enterprise, thua hinted at, turns 
5 when people invest in any undertaking through an inter* 

they always iiaoe the poseibiUty that this intermediary may prove 
; , “onest and unwilling to ftilfil his obligations. The uncertainty-bearing 
i gM • *” element in the cost of production. When the 

wpIK intermediary, its honeety and financial strength are, in general, so 
1 known that this element is practioally eliminatod, 
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enterprises, are often also endowed with powers of control 
over other enterprises. When they are in this position, thei« 
is a grave danger that the public authorities may be tempted 
to use their powers of control in such a way as to obstruct 
and injure rivals. An Education Authority, for example 
which both runs schools of its own and makes regulations for 
the running of rival schools, is under strong temptation. So 
is an authority which at once builds houses and frames build- 
ing bye-laws; and so also are municipalities operating gag. 
lighting or tramways and controlling electric -lighti]^ or 
motor omnibuses. Among the methods of aggression op^n to 
them perhaps the simplest is that of making the conditions 
about sinking funds, under which their own establishments 
work, more favourable than the conditions about purchase at 
the end of the lease, which are imposed upon private com- 
panies. A public authority, which provides a sinking fund to 
extinguish the capital debt of its enterprise, as well as a fund 
to cover depreciation and obsolescence, is, in effect, taxing its 
present citizens for the benefit of posterity.* In like manner, 
a public authority, which confers a franchise on a private 
company upon condition that the company’s plant shall pass 
to itself at the end of the lease, either free of charge or at 
"cost of replacement,” is imposing a similar tax. It is 
readily seen that the terms of sinking funds and franchises 
respectively can be so arranged that the burden under the 
sinking fund is the smaller, and, therefore, that private 
operation suffers, as against the rival system, a differential 
injury. 

There are, however, grosser forms of aggression than the 
above. It is notorious that those municipalities which operated 
their own gas-plant vigorously obstructed, by the exercise of 
their veto and in other ways, the development of electric- 
lighting companies. Again: "Since 1898 the desire to 
protect the local municipal electric light plants has been 
permitted to impede the spread of the so-called electricity-iO' 
bulk generating and distributing companies.” * In like manner, 

‘ The Board of Agriculture has made a new departure in not 
County Councils to charge small holdarSi who hire land fipom thenif rents g 
enough to provide this kind of sinking ftmd. — ^[Cd, 4246], p. 12. 

^ H. Meyer, PuUic Ovonenhip and the Tdephmmt p. 8S1« 
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lie central government, in order to protect its telegraph 
nonopoly, has placed administrative obstcuiles in the way 
)f other means of electrical communication. In 1884 the 
Postmaster-General declined to allow the National Telephone 
jompany to receive or deliver a written message at any of 

offices, and, in defending this course, said : “ It would 
make, I am afraid, a serious hole in the telegraph revenue, 
if written messages were allowed to be sent.”^ In like 
manner, in Norway, when (in 1881) a company sought a 
licence to establish a long-distance telephone between Drammen 
and Christiania, the Government made it a condition that 
the company should guarantee to make good “ all losses occa- 
sioned to its (the Government's) telegraph lines between the 
two cities ” ; and similar compensations were required of 
other telephone promoters.* Finally, in the charter granted 
to the Marconi Wireless Company in 1906, permitting the 
transmission of wireless messages between the United Kingdom 
and North America, it was specially provided that permission 
would not be granted for messages to or from any European 
country except Italy, the purpose being to safeguard the 
interests of the cables owned by the British and Continental 
governments.® 

The use of defensive and aggressive weapons of an “ unfair ” 
uncommercial character by public authorities operating enter- 
prises brings it about, as already explained, that an enterprise 
run by them is often maintained in existence, despite the 
fact that the end served by it would be served more cheaply 
hy a rival enterprise. It is necessary to note, in conclusion, 
I that the use of these methods tends to extrude economically 
iuperior rivals even more effectively than it appears to do at 
5rst sight. For it acts, not only directly, but also indirectly 
through anticipation. It not only drives out of the market 
existing competitors, but checks the entry of new ones. When 

Dian contemplating a philanthropic enterprise is given to 
’“‘derstaud that, should his experiment succeed, a public 
authority will enter the field he has proved fruitful, he 

• pf OvnurtMp and the Tei^^wnee, p. 18. 

K, Holcombe, PiMie Ovmenhip nf TelmhonM on Ote Continent of Bwrope, 
PP- S76 and 877. 

fi. Meyer, Puhlie OwnmiMp end the Telephonee, pp. 841-2. 
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does — or should — rejoice. But, when a man engaged in j 
business enterprise is given to understand this, the end he u 
pursuing is not, like the philanthropist's, furthered. It is, od 
the contrary, thwarted, and his energies are, therefore, diverted 
from the undertaking. An effect of this kind is claimed to 
have resulted from municipal experiments in house-building, 
These considerations, when they have relevance, evidently 
strengthen the probability that the operation of industifies 
by public authorities will be injurious to productive efficient; 
and they are bound to have some degree of relevance exc^t 
in industries that are monopolistic in the widest possible 
sense. 

§ 1 1. I pass to a second consideration. This has to do with 
the fact that the working of any industrial enterprise involves 
some degree of uncertainty. As will be explained at length in 
Appendix I., the exposing of money to uncertainty is a definite 
factor of production, which makes output larger than it would 
become without it. In the long run willingness to expose 
£100 to an equal chance of becoming £160 or of becoming 
£50 is bound to increase the national dividend. If willing- 
ness to expose money to uncertainty on the part of people in 
control of industry is " artificially ” restricted, enterprise and 
adventure that make for industrial progress, and, therewith, for 
production, will be hampered. Furthermore, the injury thus 
wrought is very much larger than appears at first sight. For, 
since any experiment with an untried process may fail, a ; 
diminished willingness to expose money to uncertainty implies 
a restriction of experiment, and, hence, a diminution in the 
inducement to enterprising persons to make useful inventions 
No doubt, there is reason to believe that, with the growing 
dependence of industry upon non-commercial science, this 
consideration has become less important than it used to be. 
Dr. Mertz has well observed : " The great inventions of former 
ages were made in countries whose practical life, industry an 
commerce were most advanced ; but the great inventions 
the last fifty years in chemistry, electricity and the science 
heat have been made in the scientific laboratory ; the former 
were stimulated by practical wants; the latter 
produced new functional requirements, and created new sp er 
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of labour, industry and commerce.” ^ It still remains true, 
however, that, though the fundamental discoveries are often 
ooa-commercial, yet the application of them through “in- 
ventions,” in the earlier stages before the inventions have 
been proved by experience, generally requires a commercial 
stimulus. Anything which restricts unduly willingness to 
make ventures in any industry must still, therefore, threaten 
heavy loss. The point I have to urge is that a public body 
engaged in industrial operations is likeli/ to restrict unduly 
this willingness. 

The defence of this proposition rests on the following 
reasons. First, public authorities recognise that hostility to 
government on the part of the people is an evil, and they also 
recognise that an unsuccessful State speculation, “ if it involves 
repudiation or oppressive taxation for years to come, produces 
a popular revulsion and deep-seated distrust of government 
itself in all its branches.” Secondly, the persons at any time 
iu control of a public authority, when that authority is de- 
pendent on the party system, cannot but know that “ failure 
would give their political opponents too good an opportunity 
to ride into power.” ® Thirdly, these persons are partly able to 
perceive that, if people are compelled to expose resources to 
uncertainty iu proportion to the rateable value of their houses, 
more real sacrifice will be involved than if the same aggregate 
of resources to be exposed to the same scheme of uncertainty 
were obtained, by way of voluntary contributions, in proportion 
to the attractive force exercised upon the several contributors 
by the prospective profits. Finally, and this is really the most 
fundamental point, if inventors must appeal to government 
officials, they are confronted, as it were, with the average 
filling of the community, whereas, if they are free to appeal 
fo private enterprise, they can select a group of supporters 
from persons above this average. As Leroy Beaulieu well 
wrote ; “ A man of initiative will always find, among the forty 
million inhabitants of a country, some audacious persons who 
believe in him, will follow him, will make their fortunes 
’'itb him or will ruin themselves with him. He would waste 

, „ r Mertz, HiUcry ^ Ewrcpwn Thought, toI. i p. 92. 

U. Meyer, Ptihlie OtmereMp and the TeUghouee <» OreOt Britain, p. 849. 
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his time in trying to convinoe those hierarchical bureaus which 
are the heavy and necessary thought-organs and action-organs 
of a Stata” ^ It follows that, in general, while the hope of 
gain operates more strongly on private enterprise than on the 
public authority, the fear of loss operates more strongly on 
the public authority. Of course, this is not true in war time. 
Then, as recent experience has shown, governments will 
authorise experiments in new types of destructive apparatjug 
r^;ardless of cost. But the fact that it is not true in w&r 
time is no argument against its truth in times of peace. Ju^ 
as experience shows it to be untrue in war, so also it shows 
it to be true in normal conditions. Public authorities are, in 
general, less willing than private concerns to take risks, or, to 
put it technically, to provide the factor uncertainty-bearing. 
A good illustration of this tendency is afforded by the conduct 
of the British Government in regard to the working of the 
telephone trunk lines after they had been taken over by the 
Post OlB&ce in 1892. “The Treasury compelled the Post 
Office to adopt the policy of refusing to make any extensions 
of doubtful prospect, unless private persons, or the local 
authority interested, should guarantee * a specific revenue per 
year, fixed with reference to the estimated cost of working 
and maintaining a given mileage of trunk-line wire.' ” ® The 
opinion of Sir George Gibb may be cited in evidence that this 
proceeding is representative of the general attitude of public 
authorities. He wrote : " Whatever may be thought as to the 
respective merits of private and public ownership, it cannot be 
denied that private enterprise does take more risk than any 
government is likely to do except under pressure of military 
necessities.”* Marshall brings out very clearly the effect 
upon inventions implied in this unwillingness of public bodies 
to bear uncertainty : “ It is notorious that, though departments 
of central and municipal governments employ many thousands 
of highly-paid servants in engineering and other progressive 
industries, very few inventions of any importance are made by 
them ; and nearly all of these few are the work of men liJ^® 

* L’£tat moderw, pp. 66, 208. . ^5 

* H. Meyer, Pvhlie Ottmerthip and the TtUpiwnet in Ortat Britain, P< 

* JUilway NaMomliaation, p. 9. 
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3 ir W. H. Preeoe, who had been thoroi^hly trained in free 
jnterprise before thej entered Government service. Govern- 
ment creates scarcely anything. ... A Grovemment could 
print a good edition of Shakespeare’s works, but it could not 
have got them written. . . . The carcase of municipal electric 
works belongs to the officials, the genius belongs to free enter- 
prise.” ^ Again, the Reporter of the American Civic Federa- 
tion writes : " The Assistant Secretary of the Board of Trade, 
Mr. Pelham, told the Committee [of the Civic Federation] that 
they did not encourage the trying of new inventions, or the 
trying of systems in any way experimental, by municipalities. 
They waited for these to be proven out by private companies. 
Progress is all with the companies.”* Moreover, at present, 
the comparatively small number of undertakings which are 
operated by public authorities stand in a milieu where private 
enterprise is dominant, and where most of the constituents 
of governing persons are working under private enterprise. 
In these circumstances public enterprise may be keyed up 
to a degree of daring which it would not attain if, instead of 
being the exception, it became the rul&* 

Now, it is evident that the effect of a restriction of the 
willingness to take risks, and, therewith, of the stimulus to 
invention, upon the economies of production will vary in 
importance in different industries, according to the extent of 
the speculative element involved in them. Hence it follows 
‘hat the relative inefficiency of public operation, as compared 
dth private operation, is very large in highly speculative 
mdertakiugs, and dwindles to nothing in respect of th(»e 
'fhere the speculative element is practically non-existent 
l^his idea is sometimes crystallised in an attempt to group 
fldustries into two divisions, the speculative and the non- 
'peculative, after the manner in which trustees distinguish 
^tween speculative securities and investment securities. 

grouping, it is sometimes suggested, can be adequately 
worked out by setting on the one side new industries in an 
®^riiuental sti^, and on the other industries that are 
p, Journal, 1#07, pp. 81-8. Of. alao Byaa, Diatribuiive Juatiee, 

and rUvaU Operatim qf PuUie VmUUt, wl L p. 487. 

• Aftalioo, Lu FtmdtmmU d» Soekdima, fip. 388-4. 
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alread 7 tried and known. Thus a recent writer has put in 
the former category "airship construction, wireless telegraphy 
ornamental and luxury trades, the production of single special 
machines and special transport arrangements, the erection of 
big and difficult buildings and the like,” and in the latter 
"coal mines, the manufacture of steel, cement, locomotives, 
telephones, electric cables, motors, and so forth.” ^ Again, 
Sir George Gibb distinguishes, from this point of view, ^he 
railway industry at an early, and at a mature, age. 
regards the age of construction, at all events, England hks 
derived incalculable benefit from the fact that the railway 
system has been made by private enterprise. But the probleu; 
of working the railway system after it has been constructed 
is, I admit, essentially different from the problem of securing 
its construction.” * In like manner. Professor Commons, writing 
in 1904, while he approved of the establishment of city electric- 
Ughting plants at that time, considered that “ those cities which 
entered upon municipal electric lighting eight or ten years ago 
are open to criticism.” “ Private parties,” he holds, “ should be 
encouraged to push forward in all the untrod fields.”® The 
distinction thus insisted on heus, no doubt, considerable im- 
portance. Two points, however, should be noticed. First, 
an industry, which is old-established at one place, may need 
new construction at another, and the conditions of construction 
there may be such that a large speculative element remains. 
For example, though the industry of water supply is an old 
one, different towns have to be supplied from sources situated 
so differently, and along routes of such varying character, that 
little guidance for one town can be drawn from the experience 
of othera Secondly, no industry is likely to be so far estab- 
lished that experimentation — which involves speculation — as 
to improved methods is undesirable. In some measure all 
industries, in which possibilities of development remain, demand 
readiness to take risks if further inventions are to be made, 
and are, therefore, liable to be hampered by anything that 
obstructs this readiness. It would, therefore, be an error to 

* Strobel, SodaliBation in T^heory and Prcuiice^ p* 281, 

* Bailway NaiwmliMMan^ p, 11, 

’ Bemis, Mwnidpdl MimopoHe$^ p, 
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suppose that the relatively uneconomic character of public 
operation, due to the circumstances discussed in this section, 
is significant only for new industries. It probably has some 
appreciable significance in regard to nearly all industries, 
though, of course, its importance is greatest in regard to those 
iu an experimental stage. 

§ 12. I pass to a third consideration. The relative in- 
feriority of public operation, due to the interference which it 
causes with the most economical combination of the different 
factors of production — for that is, in effect, what obstacles in the 
way of people’s readiness to take risks, or to brave uncertainty, 
implies — is paralleled, in many industries, by a further in- 
feriority due to interference with the most economical size of 
business unit. Practically speaking, public imdertakings can 
only be operated by groups of people united into some form 
of political organisation. But it is highly improbable that 
the areas of control most economical for the working of any 
industry will correspond in size with the areas covered by the 
puldic authorities existing in a modern State, since these are 
set up with regard to quite other considerations than the 
efficient running of industries. Consequently, in general, it 
must happen either that special public authorities are created 
for the express purpose of running certain industries or that 
the size of the units of control in these industries is altered to 
fit the scope of existing public authorities. For very large 
enterprises having a scope midway between that of the central 
government and that of the relevant local authority, experience 
shows that special public bodies, adapted to this scope, can bei 
and have been, created. We are familiar, for example, with 
the various harbour trusts and dock trusts, with the London 
Water Board and the Port of London Authority. Another 
device is that of joint boards of management representing two 
or more local authorities. “ In England and Wales, during 
the year 1907-8, there were twenty-five joint boards or com- 
iiuttees for the supply of water, two for the supply of water 
gas, and one for the supply of electricity and the manage- 
O'ont of a tramway undertaking.” Though, however, for very 

[ * Principles and Melh 0 di<(fMumeipal Trading, p. 117. AaProf. Knoop 

><»' iioiuts out, it not infirequonUy happens that a munioipalit; enters into 
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large businesses, the creation of special public bodies is ad- 
mittedly a practicable policy, it is not always likely to be 
adopted. The danger, that, under public operation, local 
authorities inadequate in area will become the agents of that 
operation, is especially great in industries originally adapted 
to the area covered by these agents, but afterwards fitted, as a 
result of new inventions, for larger areas. In former times the 
areas of management most suitable for the industries of wat^r 
supply, gas lighting and electric power supply were approxi. 
mately coincident with the several municipal areas. But, sincle 
the advent of certain modern discoveries, the areas, which might 
be expected to prove economically most efficient, are often 
much larger than municipal areas. Thus, “ with horse traction 
the limit of each local authority was, roughly, the limit of 
commercial working. With electric traction the parish became 
a mere item in a comprehensive system, which might extend 
over a whole county.” ^ Again, with the improvement in 
methods of distribution for electricity in bulk, the most 
economical area for the supply of electricity has come to 
extend over thousands of square miles. Even in the supply 
of water, now that the needs of large towns are satisfied by 
the tapping of distant lakes, there may be economy in a 
joint organisation for supplying a nxunber of towns along the 
route that the pipes must follow. Indeed, it would seem that 
gas lighting is the only one of the public utility industries 
for which the most economical area of management at the 
present time does not exceed the municipal area. These 
changes in the area proper to management have not, however, 
in general, been followed by the transference of the public 
utility industries to new public authorities created ad hoc\ 
for the task of ousting the municipalities is opposed by an 
immense amount of friction, and is, therefore, little likely to 
be successfully undertaken. Hence, in practice, public opera- 
tion often implies that industries, whose most economical area 
of management is intermediate between the areas representative 
of the central authority and of local authorities respectively, 

an arrangement with smaller anthorities to extend ita tramway, water, or g»* 
•ysteni beyond its own boundaries so as to include a4juoent areas also. 

^ Porter, Dangers of Mwnicipal OwnerMp, p. 245# 
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^ill, in fact, be worked by local autborities ; and this, of course, 
implies a reduction of the unit of management below what is 
economically best.^ In enterprises whose most economiceil area 
of management is smaller than that covered by the smallest 
existing type of public authority, the creation of new authorities 
for the special purpose of nmning them cannot even be said to 
be practicable. If such industries are to be taken over by any 
public authority, this authority can hardly be other than 
one of the authorities that already exist for other purposes. 
Consequently, in these industries public operation, not merely 
in general, but practically always, implies the introduction of a 
scale of management larger than is economically most efficient. 

§ 13. Now, if it were the fact that under private enterprise 
all industries would always evolve the most economical unit 
of management, it would follow that public operation could 
not, in this respect, be superior, and would, in general, be 
greatly inferior, to private operation. In industries normally 
conducted under conditions of simple competition, such as the 
industries of baking, milk-supply, house-building or farming, 
we may fairly presume that private enterprise will, for the 
most part, evolve the most efficient size of unit. But, where 
any element of monopoly is present, we may by no means 
presume this. The most economical unit may be prevented 
from realising itself through friction, or through the hindrance 
imposed by popular dislike of large amalgamations, or in other 
ways. The probability that it will be so prevented is especially 
great in an industry whose normal condition is, not that of 
simple monopoly, but that of monopolistic competition. 
Here, as was pointed out in Chapter IX., there are large 
wastes due to competitive advertisement and so forth, which 

' It may be objected that the alternative to nranioipal operation is usually 
wimicijM,! control, and that this control, when the area of the municipality is 
too small, may render private undertakings as inefficient as municipal under* 
takings would be. But it is easier to transfer control than it is to transfer 
o^mtiou to an authority of wider scope than the mnnidpalitiea The British 
“got Railways Act of 1»06 establishes snob a wider authority in the shape of 
00 Light Railway Oommissioners. (Of. H. Meyer, Municipal Ovtmmhip in 
f Britain, p. 60.) Again : * * When, as in Maasaohnsetts, it is not uncommon 
or a street railway company to operate franohisea from ten, and, in one case, from 
poteen different towns, independent munioipal control is out of the question. 

I'Ailroad oommisaion ia the recognition in law of this condition of 

' \^we, Annah qf the American Academy, 1900, p. 10). 
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centralisation under a single management might remove. Oi 
railways, for example, Sir George Gibb wrote some years ago; 

Each railway company works for its own route. The result 
is that unnecessary mileage is run, and train loads are 
lessened. ... If those responsible for the handling and 
carriage of railway traffic could work with a single eye to 
economical results, and in all cases forward traffic by the 
routes which yielded the best working results, great econonties 
could undoubtedly be effected.” ^ This statement v^ae 
borne out by the experience of the joint working of BritiU 
railways during the war ; though it must be remembered that 
the character of war-time traffic, with its large train loads 
of munitions and troops, was exceptionally favourable to 
economical working. Like economies are sometimes obtainable 
from the combination, not of different firms engaged in the 
same occupation, but of different occupations. There is 
probably an economy in the co-ordination under one hand 
of the various industries that utilise the public streets. 
“ Water mains may be laid before streets are paved, thus 
saving the damage and expense of tearing up good pavement 
to lay water pipes.” * In like manner, it may well be held 
that important economies would result if the work of treat- 
ing disease could be brought, by means of a State medical 
service, into direct connection with the work of preventing 
disease that is now undertaken by the Public Health 
authorities. Though, therefore, indirect evil consequences of 
the kind discussed in Chapter X. § 4 may emerge, and though 
also certain vertical combinations, tjg. between a particulai' 
coal-mine and a particular ironworks, that would yield 
structural economies, may be impeded, it is at least possible 
that, in enterprises of this sort, public operation, instead of 
hindering, might actually foster the growth of the most' 
economical unit of management.* 

§ 14. So far of general! tiea When the practical issue w 

^ BaiJway Nationcdimtim, p. 21. 

* Bemia, Munieipal Monopolies, p. 46. 

• This conclusion is not, of conns, upset by the &ot that, ss idoot 
the recent Act for grouping British railways, it is pouibU tor 

further an expansion of the unit of management in an industry, while lee s 
that industry in private hands. 
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raised whether a particular class of enterprise could, with 
greater advantage to the national dividend, be publicly con- 
trolled or publicly operated, it will be necessary, in order to 
reach a satisfactory conclusion, to take into account both the 
comparative effects which the two forms of management are 
likely to have on productive efficiency and the comparative 
ease with which whatever regulation the public interest may 
require can be applied under them. In industries closely asso- 
ciated with the public health, where reliable quality is essential 
and where inspection cannot easily be made thorough, public 
operation may be desirable, even though the probable alternative 
is competitive, and not monopolistic, production. Thus there 
is much to be said for the public provision of slaughter-houses, 
to which, as in Germany, all butchers are compelled to resort, 
and for the public provision of milk for the use of young 
children. The Reporters to the American Civic Federation 
are of opinion that "undertakings in which the sanitary 
motive largely enters should be operated by the public."* 
On the other hand, industries, in which the typical 
producing unit is small, and private firms, rather than 
joint stock companies, are dominant, are hardly ever suitable 
for management by public authorities. Apart from a few 
special exceptions, the propcnsal for public operation is a live 
one only in industries in which the typical producing unit 
is large, and which, therefore, tend towards monopoly. The 
case for it, as against the case for public control, is strongest 
in industries which have been reduced more or less to routine 
and in which there is comparatively little scope for daring ad- 
venture. It is relatively weak in industries which are to an 
important extent rival to other privately operated industries, 
or in which the normal unit of management covers an area 
widely different from that covered by existing public 
authorities. Whether any particular monopolistic industry 
should be publicly operated or publicly controlled cannot be 
determined in a general way. Before a decision between these 
alternative methods is arrived at, a detailed investigation of 
the industry must be made, and this should be supplemented 
an impartial estimate of the quality of the particular 
' MvmMpal and PrimiU Optraiim Publie UtUUits, t p. 28. 
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public authority whose action is involved, as well as of 
the probable effect of new tasks upon its efficiency for the 
purpose of its primary non-industrial duties. 

§ 15. If, on the strength of the foregoing or other con- 
siderations, it is decided that an industry already in existence 
and operated by private persons shall be taken over by 
public authority, it is necessary to settle the terms on 
which this shall be done. Let us, for simplicity, suppose the 
conditions to be such that under public operation the technici^l 
efficiency of production will be unaltered. Public operatioij 
is desired because, without it, a monopolistic or partially 
monopolistic concern is able to force up prices against the 
public and so to check the development of the industry under 
its command. If, in these circumstances, a public authority 
buys up the concern ai its market value, it will have either 
itself to charge the same price for its services as the private 
company was charging, or else to operate the concern at 
a loss. In other words, if it buys the concern at its market 
value, the proprietors will have made the public buy their 
right to make monopolistic exactions; for the market value 
will, of course, be, in part, the result of people's belief in their 
possession of that right. It is natural, therefore, to say that 
the price paid ought not to be the market value as it actually 
is, but the market value as it would be if this anti-soci^^ 
right were eliminated. But here the considerations set out at 
the end of the last chapter give us pause. Some concession 
must, it would seem, be made in the interests of recent pur- 
chasers who have acquired shares in the conceiffi in good faith 
at the high existing values. How large this concession should 
be cannot, of course, be laid down in general terms. In each 
separate instance a detailed review will have to be made of all 
relevant circumstances, including “legitimate expectations” 
that have been created, and on this foundation common sense 
must be invoked to furnish a “ reasonable ” compromi^ 
When the purchase price is settled, payment will, of course, » 
general be made by an issue of government, or municipal, or 
“ public authority ” (e.y. Port of London Authority) stock bear- 
ing fixed interest, and not by an actual transfer of cash. 

§ 16. This question of the purchase price leads on to 
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very important consideration, with which this Part may 
aitably close. At first sight it might seem that, if the 
)ubUc has to pay the full market value for a monopolistic 
mcern, which is charging exorbitant prices for its products, 
10 national advantage can possibly result. The monopolist 
limply takes in a lump sum what otherwise he would have 
7ot in an annual tribute. This way of looking at the 
natter is, however, mistaken. The e^ of monopoly is not 
merely, or even mainly, that it enables one set of people to 
mulct another set. It is that it causes resources to be held 
back from a form of investment in which the value of 
the marginal social net product is larger than it is else- 
where, and thereby contracts the national dividend. To do 
away with this monopolistic policy will increase the size 
of the national dividend and augment economic welfare, 

in spite of the fact that, in order to do away with it, 

one part of the community has to pay a fine to another 

part. For this reason it is greatly preferable that the 
government should pay the ransom demanded by the 

monopolist, write off part of the purchase price, and then 
operate the concern on terms that would have yielded normal 
returns if no ransom had been necessary, than that it should 
allow the private monopolist to continue, by exorbitant 
charges, to hold back production and check the flow of 
resources into the enterprise. It is true that, if it does this, 
the government will have to borrow the purchase price from 
the public, and, subsequently, to levy taxation to provide 
interest upon it,4ind that the amount of this taxation will 
be roughly equivalent to the exaction which the monopolist 
would otherwise have made. We may presume, however, that 
the taxes imposed will either be direct, or, if indirect, will 
be spread over several commodities, and, therefore, will not 
shift industriar effort out of its normal channels nearly so far 
the monopolist’s exaction would have dona This con- 
sideration must not, of course, be allowed to make those 
persons who have to bargain on the public’s behalf unduly 
pliant to the pressure of interested sellers. But it is, none the 
less, an important consideration. When the vested interests of 
shareholders in monopolistic concerns make the govern- 
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ment unwilling to force prices down to the proper level through 
a policy of control, it constitutes a very powerful argument for 
a policy of purchase. If purchase is made, the natural coq. 
sequence would be for the government to operate the industry 
itself. But, if, for any reason, it does not wish to do this, and 
prefers to sell or lease it to private persons, on terms which 
involve a money loss to itself but provide for the establish- 
ment of a proper price level, it will still have eliminated tile 
evil of monopolistic restriction of output and indirect!^ 
benefited the national dividend. 
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CHAPTER I 


INDUSTRIAL PEACE 

I When labour and equipment in the whole or any part of an 
1 industry are rendered idle by a strike or lock-outj the national 
' dividend must suffer in a way that injures economic welfare. 
Furthermore, the loss of output for which these disputes are 
responsible often extends much beyond the industry directly 
affected. This is well illustrated by the fact that, during 
the coal strike of March 1912, the general percentage of 
unemployment over the whole body of trade unionists in the 
United Kingdom was no less than 11 per cent, as against an 
average level for March during the ten years 1903-12 of 
o| per cent; while in the strike of 1921, which, it must 
be remembered, occurred in a period of marked industrial 
depression, the corresponding percentage was as high as 23 
per cent. The reason for this is that a stoppage of work in an 
important industry checks activity in other industries in two 
ways. On the one hand, by impoverishing the people actually 
involved in the stoppage, it lessens the demand for the goods 
tbe other industries make ; on the other hand, if the industry in 
which the stoppage has occurred is one that furnishes a com- 
modity or service largely used in the conduct of other industries, 
it lessens the supply to them of raw material or equipment for 
their work. Naturally not all strikes and lock-outs produce 
this secondary effect in equal measure. The larger the range 
% cover and the more fundamental the commodities or 
t^rvices they supply, the more marked is their influence. Coal 
transport service, for example, are basal goods essential to 
pf^tieally all industries, and a miners’ or a railway servants' 
will, therefore, produce a much larger indirect effect 
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than a cotton-workers' strike of the same extent and duration 
But, in some degree, all stoppages of work inflict an indireci 
injury upon the national dividend by the reactions they set nj 
in other industries, in addition to the direct injury that thej 
carry in themselves. It is true, no doubt, that the net con. 
traction of output consequent upon industrial disputes « 
generally smaller than the immediate contraction ; for a stop- 
page of work at one place may lead both to more work! at 
the same time in rival establishments and to more work\at 
a later time (in fulfilling delayed orders) in the establishnien\s 
where the stoppage has occurred. It must be admitted alst 
that, on some occasions, the direct damage caused by strikea 
and lock-outs is partly compensated by the stimulus indirectly 
given to improvements in machinery and in the organisation 
of work. Mr. Nasmyth, in his evidence before the Trades 
Union Commission of 1868, laid very great stress upon this. 
“ I believe,” he said, “ that, if there were a debtor and creditor 
account made up of strikes and lock-outs with the interests 
of society, up to a certain point they would be found to have 
been a benefit. Such has been the stimulus applied to 
ingenuity by the intolerable annoyance resulting from strikes 
and lock-outs, that it has developed more than anything those 
wonderful improvements in automaton machinery that produce 
you a window -frame or the piston-rod of a steam-engine of 
such an accuracy as would make Euclid’s mouth water to 
look at. These things are pouring in in quantities as the 
result of the stimulus given to ingenuity through the annoy- 
ance of strikea It is not being coaxed on by some grand 
reward in the distance, but I think a kick from behind is 
sometimes as useful as a gentle leading forward in front. 
These reflex effects of conflict are, no doubt, important. 
it would be paradoxical to maintain that the reaction of the 
industrial organism against the evils threatening it ordinarily 
outweigh those evils themselves. By adapting itself to 

* Mimvia of Hvidence, p. 71. Clifford {AgrieuUural Lock-out, p- 
describes the way in which farmers were stimidated by the ‘1874 
improve their organisation, and to do the same work as before with fewer m ^ 
In like manner, the great anthracite coal strike in the United 
led to the invention of economical methods of utilising other ftiels, wnion 
tinned to be employed after normal conditions had retiumed. 
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ojurious changes of environment it can, indeed, lessen, but 
ti cannot altogether abolish, the damage to which it is exposed. 
^11 excellent parallel is afforded by the effects of a blockade 
nstituted by one State against the ports of another. The 
iQinediate effect both upon the blockaded State and upon 
leiitrals is an obvious, and sometimes a considerable, injury. 
By altering the direction and character of their trade they 
may reduce the extent of their losses. It is even conceivable 
that the search for new trade openings may lead to the 
liscovery of one, which otherwise would not have been found, 
ind which is possessed of advantages great enough to out- 
weigh all the evils of the blockade period. Any such result 
is, however, extraordinarily improbable, and nobody, on the 
strength of it, would dream of suggesting that blockades in 
general are likely to do the world more good than harm. So 
with industrial disputes. It is conceivable that one of them 
may stir to action some otherwise mute, inglorious inventor ; 
but it is immensely unlikely that it will, at best, do more 
than slightly antedate the discovery that he makes. On a 
broad view, the hypothetical gain is altogether outweighed by 
the certain loss of production in the industries directly affected 
and in related industries, the raw material of which is cut off, 
or the product of which cannot be worked up into its final 
stage. Moreover, there may be lasting injury to the workpeople, 
in industrial careers interrupted, a load of debt contracted to 
meet a temporary emergency, and permanent damage to their 
children’s health through the enforced period of insufficient 
nourishment. The extent of these evils varies, of course, 
partly with the degree to which the commodity whose pro- 
duction is stopped is consumed by the poorer classes, and 
partly with its importance for life, health, security and order, 
^nt, in any event, the aggregate damage with which industrial 
disputes threaten the national dividend is very grave. It 
I iias been pertinently asked : “ Would any Board of Managers 
attempt to run a railway or start an electric-lighting plant, 
®r operate a mill or factory, or send a liner to sea, with a 
Mechanical equipment which was certain to break down 
^riodically and lie in inevitable idleness until repairs could 
^ patched up ? And yet that is almost an absolute analogy 
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to the state of labour oonditions throughout nearly th( 
whole range of such enterprisea” ^ Anything that make; 
it less likely that these break-downs will occur is bound tc 
prove of suWantial benefit to the national dividend. Hence 
the eagerness of social reformers to build up and fortify the 
machinery of industrial peace. They recognise, indeed, that 
in the work of pacification constitutions and agreements cani^ot 
accomplish much. In industrial, as in international negotia- 
tions, perfection of machinery counts for far less than goid 
faith and good will. Care must, therefore, be taken not th 
stress unduly matters of mere technique. Nevertheless, the 
type of machinery employed is certain to have some effect, 
and may have a considerable effect, both directly and also by 
its reflex influence on the general attitude which employers 
and employees take to one another. It is, therefore, important 
to the present purpose to examine the principal problems 
which have to be faced in building up machinery, through 
whose aid it is hoped that industrial peace may be preserved 

* Goring, JSkgvMering MagaxiiM^ voL xx. p. 922. 
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THE CLASSIFICATION OF INDUSTRIAL DIFFERENCES 

1 1. A NECESSARY preliminary to analysis is some classification 
of differences. The classification which naturally suggests 
itself in the first instance is one based upon the character 
of the matters in dispute. Such a classification yields two 
divisions, each in turn containing further subdivisions. The 
divisions comprise respectively differences about “ the fraction 
of wages ” and differences about “ the demarcation of function.” 
Differences about the fraction of wages may be subdivided into : 

(1) Those connected with the reward of labour, generally 
raising an issue as to the money rate of wage, but sometimes 
touching such matters as workshop fines or the amount of 
“pecial allowances, whether in money or in kind ; 

(2) Those connected with the doing and bearing of the 
mployees, generally involving the question of houra 

Differences as to demarcation of function include, besides 
he well-known, but relatively unimportant, “demarcation 
lisputes ” between kindred trades, all quarrels arising out of 
ilaims by the workpeople to a larger share in the work of 
ttianagemeut. They generally relate to : 

(1) The way in which work is apportioned between 
Afferent classes of workmen and machine tools ; or 

(2) The sources from which the employer draws his 
Workpeople j or 

(3) The voice allowed to workpeople in the settlement 
® Working oonditiona 

The second of these subdivisions includes all questions 
^■leerning discrimination against, preference to, or exclusive 
“‘P oyment of, trade unionists. 
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§ 2. For xuany purposes the above classification ig 
the most convenient to follow. But for the task of con. 
structing machinery for preserving industrial peace it ij 
not of serious value, because in practice the design of the 
machinery never turns upon distinctions between wages 
differences, differences about hours, or differences about the 
demarcation of work. We have, therefore, to seek some claasi. 
fication better adapted to the purpose in hand. In this seiaich 
we are driven to follow two lines of thought, neither of wl^ich 
affords exact or sharp distinctions, but both of which,,; 
will presently appear, somehow run together and yield 
compound classification. They turn, respectively, upon the 
degree of self-sufficiency enjoyed by the parties to the 
difference and upon the extent of the theoretical ground which 
they have in common. 

§ 3. Under the former of these two heads the deteimining 
factor is the relation between the bodies which control 
negotiations and those which are directly affected by theii 
result. Both the employers and the workpeople implicated 
may be entirely independent, or both may be subordinate 
branches of larger organisations; or the employers may be 
independent and the workpeople a branch ; or the employera 
a branch and the workpeople independent. This distinction is, 
however, somewhat blurred in practice, because to be a branch 
of a wider organisation is not the same thing as to have no 
control over negotiations affecting one’s own interests. The 
extent to which local organisations are subordinated in this 
matter to national unions varies greatly in different times 
and placea They may be left entirely free ; they may be 
free to make, but not to denounce, agreements ; they may be 
offered advice or deprived of strike pay; or they may be 
mere branches, compelled to carry out the instructions of 
the central executive. Consequently, in this form of classi- 
fication, no sharp dividing lines can be drawn. 

§ 4. The same remark applies to the latter of the tvo 
forms distinguished above. In every industrial differo^^* 
there is some common ground between the parties. 
when they diverge most widely, both sides agree that t e 
decision ought to be “just.” Sometimes the full ^ 
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rrreemeQ^ u expressed by this phrase. A case in point is 
lie coal strike of 1893, in which the employers understood 
y justice payment according to efficiency, and the work- 
eople, in » vague way, payment according to needa The 
ommon basis is wider when it is agreed, whether formally 
r informally, that justice, rightly interpreted, is the doctrine 
hat the wage level should move in the same general 
direction as some accepted external index. This stage is 
iften reached when the wages of a small group of workmen 
,re in question ; for it is generally recognised that these 
lught not, as a rule, to move very differently from the 
iverage wage level of other men in the neighbourhood 
jngaged in similar employment. It is also reached with 
•egard to the wages of larger groups, when the doctrine is 
iccepted that, other things being equal, wages ought, in some 
jense, to follow pricea Thus, throughout the series of arbitra- 
tions in the North of England iron trade studied by Mr. 
Price, “ there is a general agreement that the basis of award 
is to be primarily the relation of wages to selling price.” * 
The common ground here, however, is merely that wages 
shall rise when prices rise and fall when prices fall. The 
question of what proportion should hold between the two 
movements, or what change on the one side “ corresponds " to 
a given change on the other, is left unanswered. A further 
stage is reached when the exact proportion that the wage 
change ought to bear to a given change in the index is 
agreed upon. This is done where employers and employed, 
iu any locality or firm, accept, as in the spinning industry, 
the average efficiency wage of the trade or district as their 
awn standard, or when wage is related to price by a definite 
iing scale. Here the common ground, so far as principle 
>8 concerned, is complete, and differences between the parties 
“‘•i only arise upon matters of fact. 

§ 5. The discussion of the two preceding sections shows 
*'j'at no sharp divisions are to be found along either of the 
^68 of classification which have been discussed. This, how- 
is not the last word upon the matter. It may still be 
''scessary, here as elsewhere, for the student with a practical 
' L L Price, InMrial P»ae$, p. S2. 
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end in view to depart somewhat from the majestic oontinnit 
of Nature, and to erect an arbitrary landmark of his owt 
Such a landmark may be made out of the common divisio: 
of industrial differences into “ those which concern the intei 
pretation of the existing terms of employment,” and " thog 
which have to do with the general terms of futmre employ 
ment.”^ This distinction is analogous to one familiar to th 
theory of jurisprudence. “The settlement of such genera 
questions may be likened to an act of legislation ; the in^ 
pretation and application of the general contract may 
likened to a judicial act.” * The place assigned to any parCj 
cular difference is made to turn primarily upon the questioi 
whether or not it is governed by a formal agreement ^tweei 
the parties. All differences which arise when there is ai 
agreement are called “interpretation differences,” and an 
distinguished from "those which arise out of proposals fo: 
the terms of engagement or contract of service to subsist foi 
a future period.”* Furthermore, these differences are oftei 
identical with those which superior organisations undertaki 
to settle on behalf of their local branches ; they “ are foi 
the most part limited to particular establishments, of littli 
importance and often purely personal”;* dealing, it maj 
be, with controversies of fact concerning quantity, or quality 
or the more precise definition of the mutually accepted patten 
of quality itself. “ General questions,” on the other hand, are 
for the most part, equivalent to those in which independeni 
organisations are directly concerned; they are “frequently 
of wide interest, affect large bodies of men, and are th( 
most general cause of strikes and lock-outs on a large scale. 
Of course it is not maintained that interpretation difference! 
in the above sense are 7ieceasaruy of minor importance. Noi 
only, as with judge-made law, may tho-act of interpretatioi 
slide insensibly into that of alteration, but also what is caUef 
interpretation may cover as wide a field, and raise questn 
quite as fundamental, as those treated in the general agres 
ment. For example, there is no difference in this respecl 

* U.8.A. Industrial (kmmiagion, xviL p. Ixxv. * IM- P- 1**'^*' 

* Boyal Oonmission on Labour, Bsfori, p. it* 

« Ibid. p. 49. • im. p. 49. 
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^tween the question how many pounds a ton of coal is 
Q be taken to contain, or how much “ topping ” the men 
attst put upon a car-load, and the question what the wage 
,er ton or car-load ought to be. Moreover, it sometimes 
lappens that general questions are deliberately submitted for 
liscussion on what are apparently interpretation references, 
^or example, in the pottery boom of 1871 , it was arranged 
bat, for each branch of the trade, an individual case should 
)e selected for arbitration, and that the whole branch should 
ict in accordance with the award.^ On subsequent occasions 
jxactly the same result was achieved by general arbitrations 
)f the ordinary type. Similarly, it is not maintained that 
iififerences as to the terms of a future contract, to be made 
rtherwise than by the interpretation of some overshadowing 
igreement, must necmarily affect large bodies of men. Where 
the local branches of ill-organised trades have to negotiate 
Qew contracts for themselves without reference to such an 
Igreement, the number of men affected by any difference 
which may arise must be small. Nevertheless, the sentences 
quoted above from the American Industrial Commission and 
the British Royal Commission on Labour represent the facts 
sufficiently well to provide the basis of a rough practical 
classifcation. 


* Of. Owen, Potteria, p. 142. 



CHAPTER III 


VOLUNTABT ABMKQSMBNTS FOB GONCIUATION 
AND ABBITEATION 

§ 1. It is well known that, as industries become better 
organised and the associations of employers and employed 
grow more powerful, differences about matters other than 
general questions are more and more likely to be adjusted. It 
is not in the interest of powerful organisations to fight about 
a little thing, and it is generally, though not, of course, always, 
in their power to control small bodies of their membera 
Various arrangements — the most perfect, perhaps, is the 
famous system of "professional experts" in the Lancashiie 
cotton industry — are made for the prompt and effective solu- 
tion of minor difficulties. We need not pause to ezaniine 
them. The real problems to be faced are found in connection 
with those broad general questions, of the successful treatment 
of which by purely voluntary means the United Kingdom 
may fairly claim to provide the classical example. 

§ 2. In any study of the comparative advantages of 
different types of machinery devoted to this end, the first 
question to decide is whether it is better to rest content with 
a simple agreement — which must, of course, be subject to 
renewd or denunciation from time to time — to employ de* ; 
fined conciliatory processes when a conflict is threatened or j 
to set up and maintain permanently in being some regularly | 
constituted organ of negotiation. Upon the right answer to j 
this question there is a fairly general consensus of opiwo“' 
Unless there is some machinery already established, it will bs 
necessary to appoint negotiators at a moment of heated contro- 
versy, and the attempt to do this may not only involve delay 
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,ut also afiford opportunity for obstruction and friction. More 
;enerally,as Professor Foxwell observed many years ago : “ The 
act is that, where human beings are concerned, where personal 
elations should be formed, and where moral forces are at work, 

, certain permanence of conditions seems to be essentiaL The 
Jtruistic and social feelings, which are the very cement of 
,he social fabric, and enormously lessen the irksomeness of 
iffort and the friction of industry, seem to require time for 
,heir development, and frequently cannot exert their full 
itrength unless they are embodied in the symbol of an or- 
Tiinisation.” ^ No doubt, when the Associations upon both sides 
ire exceptionally strong and the relations between them ex- 
ceptionally satisfactory, this consideration loses much of its 
importance. In general, however, there can be no doubt that 
the prospects of peace will be substantially improved by the 
establishment of permanent Boards containing representatives 
of employers and employed meeting together regularly. They 
will be still further improved if these Boards are entrusted, as 
was contemplated under the Whitley Scheme for national, dis- 
trict, and local industrial councils in each principal industry, 
not merely with the settlement of differences, but with 
general collaboration in determining conditions of work, 
methods of remuneration, technical education, industrial re- 
search, improvement of processes, and so forth. For, working 
jointly at these broad problems, the representatives of em- 
ployers and employed will come to regard themselves more 
as partners and less as hostile bargainers, and, consequently, 
when differences between them do arise, not only will the 
general atmosphere of discussion be a good one, but also both 
sides will have at the back of their minds a feeling that 
extreme action must at all ccwsts be avoided, lest it destroy an 
Mganisation proved capable of much valuable work in their 
eommon interest. 

§ 3. The constitution of the Boards or Councils has 
next to be considered. The essential point is that the 
fepresentatives of either side, and particularly of the workmen, 
eiiould have the confidence of their clients. The mechanism 
y which this can best be secured varies somewhat according 
^ Th$ OMmt tf Ldbvur, p. ISO. 



422 


ECONOMICS OF WELFARE 


rr. Ill 


to the character of the two organisationa In some of the 
Boards in the Iron and Steel industry, and in the Railway 
Conciliation Board under the agreement of 1914, representa- 
tives are appointed by a vote of the employers and employed 
connected with separate firms or districts. When, however 
the Associations are strong, this device is not necessary. The 
confidence of the rank and file in the Board can be obtaiped 
without it. The important thing is that the chief AssociatSon 
officials should have confidence in it. If they are convinced, 
the loyalty of the rest is as well assured as it can be ; if th^y 
are not convinced, the authority of the Board is worthless. 
Consequently, though delegates from different works may still 
attend to supply information, the Board ought, essentially, to 
represent the Associations themselves. The old forms, where 
they exist, may be retained, and new Boards may be started, 
whose forms are copied from the old. But the representa- 
tives must always be controlled by the officials of the Asso- 
ciations, and, in many instances, may also, with advantage, be 
appointed by them. 

§ 4. The next point has reference to procedure. The 
fact that “ general questions ” are important, and bear directly 
upon the permanent interests of all concerned, makes the dis- 
cussion of them, both on the Board itself and among those 
who will be bound by its decisions, peculiarly delicate. Con- 
sequently, even when the relations between the parties are 
good, it is important that everything which might engender 
irritation should be excluded from the machinery of industrial 
peace. 

From this principle the most obvious inference is that 
technicalities and lawyers should not be admitted before the 
Board. Such a policy — apart altogether from the saving 
in cost and time — tends to reduce to a minimum the appear- 
ance, and hence, indirectly, the reality, of opposition between 
the parties. There is less of a struggle for victory, and, 
therefore, less fear of the introduction of “ matters of senti- 
ment.” In the practice of the chief English Boards and in 
the report of the Labour Commission the policy of excluding 
l^al representatives, and the legal forme which may ^ 
expected to accompany them, is fully recognised. Finally 
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be conciKatory, as distinguished from the litigious, character 
f negotiations is often still further emphasised by an arrange- 
jent, in accordance with which the chairman (a representative 
mployer) and vice-chairman (a representative workman) sit 
ide by side at the Board, thus securing opportunities for 
onference at critical points in the discussion.^ 

A second inference is that the Board should not be allowed 
0 pronounce upon any matter by the vote of a bare majority, 
rt^hen the solidarity of both of the two sides is complete, there 
s, of course, little prospect that any vote wiU be given which is 
lot either unanimous or equally divided. But, when organisation 
s less perfect, there is always the possibility of defection on 
;he part of one or two representatives of either party. To 
illow the result of the discussion to be determined by such an 
incident is to court grave danger. So much dissatisfaction 
might be aroused that the whole conciliatory machinery would 
be immediately overturned. It is true that these difficulties 
do not seem to have been experienced in this country, and 
that, in a number of instances, the rules provide for a bare 
majority vote, subject, of course, to the condition that, if equal 
numbers of employers and employed happen to be present, 
only equal numbers shall have the opportunity of voting. In 
the United States, however, where, owing to the weakness 
of the Unions, there is a greater probability of cross-voting, 
things have worked out differently. Thus, Mr. Durand, 
Secretary of the Industrial Commission, asserted, both that 
the bare majority method will not work, and also that decision 
by unanimous agreement had become the ordinary practice.® 
Thirdly and lastly, it will not, as a rule, be desirable for 
the meetings of the Board to be conducted, like those of the 
American interstate bituminous coal conferences, in public. 
It may, indeed, be held that such a system has educative 
^vantages ; but, on the other hand, the policy of deliberation 
w camera, which is usual in England, may be expected to 

P ^ Midkud Iron and Steel Board (Aahley, Britiik InduaMu, 

' that* OoneUia^on Qai^sreinet, p. 48. It may, perhaps, be wiggeBted 

t a decision by a large majority, e.y. aeTen-elghtha of thoae present, would 
‘ still better plan, as it would eliminate the poeaibility of obatruotive taetioa 
““the part of a single faddist. 
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conduce better both to frankness in the discussion itself anj 
also to uncomplaining acceptance of the decision reached. 

§ 5. We have next to compare mere agreements to submit 
differences to conciliation with those under which provision 
is also made for arbitration in the last resort. The relative 
merits of the two plans have long been the subject of vigorona 
controversy. A number of authorities argue in favour of 
the former, and the Lancashire cotton trade, the British 
engineering industry, and most of “ the important systems \){ 
collective bargaining in the United States”^ follow their 
views in practice. Other authorities, on the contrary, agreij 
with Mr. Crompton that all conciliation agreements should 
contain a clause providing for “some power in reserve by 
which resource to strikes may be avoided,”® and are, in 
turn, followed by certain of the best -developed English 
industries. Thus, in important conciliation schemes in the 
coal -mining, iron -mining, and boot and shoe industries 
provision has been made, in one way or another, for reference 
to arbitration. 

Before entering upon the merits of the issue as between 
the two methods, we may note a preliminary matter upon 
which the champions of both views are agreed. Everybody 
admits that, in differences so important as “general questione," 
a settlement by arbitration will almost always stir up con- 
tideraUy more irritation and bad feeling than a settlement 
by mutual agreement on a Conciliation Board. Consequently, 
resort to it should never take place except when it is 
absolutely necessary. Conciliation should be developed and 
arbitration reduced to a minimum. In the United Kingdom 
it may safely be said that there is no trade in which the 
relations between employers and employed are so good that 
this proposition fails. In the United States the right line 
of policy is still clearer; for there, as was strongly urge 
twenty years ago, to allow the conditions under which they 
shall work to be determined by an outsider is “peculiarly 
obnoxious to the workmen,” and they will never agr< 
to it till conferences have failed and no other resort 

^ U»S.A. Induitrial Commisaionf xrii p« c. 

^ Indtiitrial OonciluMan, p. 
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jg Hence, in general questions, even when there 

18 an arbitration agreement in reserve, it is well to enforce 
delay, in the hope that the greater coolness of an adjourned 
discussion may bring about a settlement. The Federated 
Pistricts Coal Board realises this so fully that, when they 
fail to agree, a second meeting is held, of which twenty-one 
days’ notice must be given. At this meeting the neutral 
chairman is present, but he only exercises his casting vote 
after another effort has been made to bring about a settle- 
ment acceptable to both sides. 

Granted, however, that arbitration is a pis oiler, the 
question still remains wliether provision should be made 
for recourse to it in the last resort. The argument in 
favour of incorporating a clause to this effect in industrial 
I agreements is drawn from the obvious direct advantages 
I derivable therefrom. In the absence of such a provision, 
differences may entail strikes and lock-outs, with all the 
material loss and mutual irritation which these involve; 
and, even if a moAvA mmnAi upon the immediate issue be 
found, we can never be certain that the controversy will 
pass away without incidentally destroying the established 
conciliatory system.® If, however, the means of securing 
an arbitrator are provided beforehand, both sides have 
guarded themselves, in a calm moment, against a possible 
future access of passion and excitement. Their policy is 
similar to that of a person who, unable to trust his will 
to be sober, goes voluntarily into an inebriate home. The 
via inertiae is thrown upon the side of peace, since there 
IS no escape from an amicable solution except the strong 
step of withdrawal from the Board. 

The opposing argument depends upon certain indirect 
disadvantages, to which the inclusion of an arbitration 
clause is said to lead. In the first place, the representatives 
®f the two sides will not make so serious an efifort to agree. 

may hesitate to offer concessions lest, in the subse- 
Ittent arbitration, their suggestions should be used gainst 

U.S. Federatian of Labour, 1898, p. 268. 

I n y : came about in the federated coal district in 1896 (MaoPherson, 

[ bulletin Laiour, 1900, p. 478). 
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them ; ^ or, in loyalty to their constituents, they may " fee] 
obliged to win, if possible, through the odd man.” In the second 
place, the possibility of gain, unbalanced by the danger of 
a stoppage of work, will tend to breed speculative differences. 
If these things happen, though one or two strikes will be 
prevented, the number of differences, which reach the stage 
of arbitration, will be so far increased that a large amount 
of friction is generated, and, as a result, before very Idng 
the whole arrangement breaks down. This danger is, indeed, 
comparatively slight when the parties are on good terms wi^h 
one another and are educated up to a proper appreciation cf 
their own ultimate interests. It can also be obviated, in 
some degree, by a rule enabling the arbitrators, at their 
discretion, to order the defeated side to pay the whole cost 
of an arbitration, thus checking speculative appeals. It cannot, 
however, be eliminated altogether. 

Between these two conflicting sets of arguments no general 
a priori decision can be made. Until we know the temper 
of the parties in each particular industry, their affection or 
otherwise for a “policy of pin -pricks,” the strength of their 
organisations, the power of the leaders over the men, and 
the probability that an award will be obeyed, it is impossible 
to judge whether a provision for arbitration in the event of 
conciliation failing can safely be put into an industrial 
agreement. In some circumstances a third way may be 
the best. A number of conciliation agreements among, for 
example, the iron -founders of the north-east coast, th( 
Leicester dyeing trade and the Scotch coal trade, while nol 
containing a regular arbitration clause, have, nevertheless 
provided for arbitration by "mutual consent,” if, when the 
time arrives, both parties desire it. Of course an intractable 
difference is more likely to end in a strike under this system 
than under one backed by an arbitration clause. But this 
result is indecisive so long as we are unable to gauge the 
chances, under the two systems respectively, that the stage 

1 Of. the discussion in the boot and shoo trade conference previous to 
arbitration in 1898. The employers were careful to insist that the oonoessw ^ 
they proposed were not to be taken as prejudicing their case in the 
arbitration becoming necessary. Of. also Mr. V. S. Clark’s Report o® 
Oonditions in Now Zealand, U.S.A. Bulletin Loibow, No, 49, pp- H®*' ' 
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)f intractability will be reached. Plainly, however, when the 
x)nditions are such that the arbitration clause can be inserted 
jvithout danger of indirect ill-consequences, the direct ad- 
vantages that follow from it leave no doubt that it ought 
to be adopted. 

§ 6. When it is adopted, the constitution of the arbi- 
trating authority has to be determined. We have to inquire 
into the qualities of the persons of whom it should be com- 
posed, the nurhber of these persons and the best method of 
appointing them. These points may conveniently be examined 
in the order in which they have just been stated. 

The qualities most needed for a successful panel are obviously 
a reputation for impartiality and a reputation for competence. 
These requirements in combination are, however, not easily 
satisfied. Persons, whether employers or workpeople, who have 
been brought up in a trade are inclined to believe that nobody 
without a “ practical knowledge ” of it can possibly form an 
iutelligent judgment upon its problems. The natural infer- 
»ncc is that the rule of the Midland Iron and Steel Board, ^ 
fhich required the independent chairman to be personally 
onnected with the industry, should be followed. Since, how- 
!ver, practical knowledge is scarcely found except among 
smployers or workpeople who have been, or are, actually 
mgaged in the calling, it will rarely happen that a practical 
spert is available whom both sides believe to be unbiassed, 
[t would seem, therefore, that the demand for "practical 
knowledge” will, in general, have to be abandoned. This 
be done the more readily because, as a matter of fact, the 
iecision of broad disputes on such matters as wages and 
hours calls chiefly " for a general economic knowledge of the 
industry concerned, and, inemmuch as all industries are oon- 
"octed, an acquaintance with the condition of the whole 
national trade.”® When technical knowledge is needed, this 
be provided by associating with the arbitrator assessors 
fspresenting both sides, whose business it is to give him 
Jhatever help he requires, and not to take part in the decision, 
so, however, the field of selection for the arbitrator will 

* InAuMrial Commissitm, xvii, p. 600. 

* 8ohtiltie-Q«ev«rnits, SoeM Paaet, p. 166. 
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be limited. Employers, for example, will not be enthusiast 
over a politician in the House of Commons, because wor] 
people’s votes are worth winning, while workpeople are apt | 
think that any member of the professional classes must, fro] 
the very nature of his life and upbringing, be unconsciousl 
biassed in favour of capital. Hence, though a judge or 
member of the House of Lords may satisfy the employers, th 
workpeople’s ideal arbitrator can hardly be other than oi^e c 
themselves. Unless, therefore, there happens to be availi^bl 
some one like Sir David Dale or Lord Askwith, person^ 
known to, and trusted by, both sides, the choice can 
be other than a compromise.' In these circumstances, tlii 
best way out of the difficulty may often lie in the selectioi 
of some man of outstanding eminence, whose conscioui 
motives, at all events, whatever may be said of his sub 
conscious ones, are above suspicion. Such a man, moreover 
if, like the late Lord James of Hereford or Sir Edward Fry 
he serves in the same way without payment frequently, maj 
gradually win for himself a large measure of respect ani 
confidence throughout the industrial community. Another 
solution may be found in the governmental manufacture ol 
professional arbitrators. Something in this direction was 
attempted when an official panel of arbitrators was set up 
by the Board of Trade. The establishment of a standing 
Industrial Court under the Act of 1919 is a further step on 
the same lines. 

What has just been said implicitly determines th 
number of persons by whom the arbitration panel should 
constituted. Eminent outsiders are not likely to be obtainedj 
in groups. If their services are to be secured at all, it is practi j 
cally necessary that the panel shall consist of a single man- 
very likely the man who also serves aS neutral chairman 
the Conciliation Board. This, however, is not the only 
ment against a compound tribunal. Beasoning of a 
character shows that, even when practicable, such an arran 
ment is to be deprecated. The compound body in its 

* Even Sir David Dale, thongh entirely trusted by the leaders of | 

ployees, seems on one oooasion to have been suspeoted by s®®* of the rs 
file, who knew him less well. (Of. Prioe, Ininubrtttl Ptaett P* 
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ttractive form comprises one representative of each side, together 
,ith an umpire, selected either by these representatives or by 
heir principals, to be referred to in the event of disagreement. 
;he argument in favour of it is that the two representatives may 
)os8ibly agree. On one occasion Messrs. Mundella and Williams 
ucceeded in doing this, and, in a miners’ strike on the Loire, 
I, Jaur6s and the employers’ representative followed their 
ixainpl®* A decision reached in this way is likely to command 
\ higher degree of confidence than one imposed upon the parties 
)y a single arbitrator. On the other hand, agreement between 
ihe representatives is improbable, and the real decision will 
generally rest with the umpire. When that happens, a com- 
pound tribunal resembles an elaborate machine, two-thirds of 
grhich is ornament. Nor is this all. So often as a division 
of opinion emerges in this type of tribunal the authority of 
its decisions is weakened. It is true that the division can be 
concealed by devices like that once adopted in a Staffordshire 
potteries’ agreement. " The award when given in such general 
arbitration shall be signed by the umpire and the arbitrators, 
and shall be issued as their joint award, signified by their 
individual signatures thereto, and nothing shall be divulged 
by any of them, or appear on the face of such award, to 
jsignify whether the umpire and arbitrators are unanimous in 
their decision, or whether it is only the award of the majority 
of them,” ^ It may, however, be questioned whether make- 
ts of this kind are really of much avail. For it is highly 
probable that, in spite of, or, perhaps, partly because of, them, 
the Board will be thought to have disagreed, and this is the 
iiuportaiit point. Except, therefore, when the opinion of the 
Piirties tends strongly in favour of multiplicity, it seems clear 
that the panel had best be a single man. 

Thirdly, we have to consider the method of an arbi- 
trator’s appointment. There are several different ways in 
'"'hich he may be chosen.' Perhaps the most satisfactory is 

Sat' ^ Xocfc-<m*i, 1892, p. 217. There we* the wme rule for the 
Sew ^rbitratioii Board, agi^ upon in 1901 between the Amerioan 
Ifw *‘**'®'^ Publishers’ Association and the International lypographioal Union 
Cmmmian, xvii. p. 887). 

[inter f' Glass Outtm’ Lwigue of North Amnrioa has the foUoviBg 

1 “uiig method of selection : If we arbitrators cannot agree on the referee. 
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that of the Durham Wages Board, where he is elected at tl 
first Board meeting of each year. Annual election of th 
kind, while not incompatible with prolonged tenure of offic 
avoids some of the dangers involved in a permanent or vei 
long appointment For great friction might arise if one sic 
came to consider the arbitrator at once irremovable an 
biassed in favour of their opponents. Furthermore, eleqtio 
at fixed periods is superior to election ad hoc, because a 
arbitrator is most likely to command confidence if he is ch(W 
by agreement of both sides, and he will seldom be so cho^ 
if his election is deferred until after a difference has arisei 
When, in spite of these considerations, an ad hoc appointmen 
is preferred, the most obvious arrangement is that the partie 
should first try to agree on an arbitrator, and, if unsuccessful 
should accept one nominated by an impartial outsider. Then 
is, however, a danger that they may try, and fail, to agree oi 
the very man who is afterwards imposed on them from with 
out, or that they may have urged against some other suggestcc 
name reasons which hold equally against him. It is, there 
fore, more satisfactory for them to nominate an impartial 
person, such as the Speaker of the House of Commons, who8( 
duty it shall be to appoint an arbitrator when requested tt 
do so, no name having previously been discussed by tli6 
Conciliation Board. 

§ 7. The next point to notice is relevant both to arrange- 
ments in which there is, and to arrangements in which 
there is not, provision for arbitration in the leist resort. On 
the whole it seems unwise, if it can he hdped, to allow any- 
thing in the nature of a referendum from the appointed 
negotiators to the main body of either employers or employed. 
The ill-informed popular discussion, which would necessarily 
follow, could hardly fail to stir up irritation and water the 
seeds of conflict. When the Conciliation Board cannot a^i 
and when there is not provision for arbitration, it migH 
indeed, appear at first sight as though an appeal from the 

thm each arbitrator shall write two namea of diaintereatad parties, not to 
way connected with the glass buainesa, on slips of paper, all manes shall P 
into a bag, and the first name drawn out shall be the persim seleoted 
referee ” (Rule 18, ibid. p. 866). 
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•epresentatives to their constituents is worth trying as a forlorn 
lope to prevent war. Practically, however, such a provision 
vill often do more harm than good. If the men’s repre- 
lentatives — ^it is on the men’s side only that the question of 
I referendum has any practical importance — think a point 
jyorth fighting for, their constituents are perfectly certain 
^ be at least as bellicose as they. If the representatives 
io not think it worth fighting for, were there no referendum, 
they would arrange it; if there is a referendum, they may 
be weak enough to shift the responsibility, and the men may 
3lect to fight. Moreover, the employers will probably limit 
their attempts at conciliation when failure to agree means to 
them, not the absolute certainty of a strike, but only a 
probability, the extreme greatness of which optimism may 
lead them to minimise.’ Hence the chance of an agreement 
being reached, so far from being augmented, is actually 
reduced. When there is provision for arbitration, an inter- 
mediate reference to the Board’s constituents after the failure 
of conciliation is at least equally dangerous. For, again, the 
men are practically certain to support their leaders when 
these are bellicose, and it will hardly conduce to calmness 
or good feeling should they vote in a body against the very 
terms which an arbitrator afterwards finds it his duty to 
award. The off-chance of avoiding arbitration is a worse 
argument for the referendum than the off-chance of avoiding 
a strike. 

What has been said against this policy, in controversies 
about which the Conciliation Board has failed to agree, has, 
of course, still greater force in those where it has succeeded. 
If there is no arbitration clause, a referendum, in these 
circumstances, might not improbably substitute war for peace, 
ff. on the other hand, there is such a clause, the referendum 
would be futile, since an arbitrator, called in through the 
refusal of either side to endorse the Board’s decision, is 

I argument is more strong, bnt the preceding one is eonsidersbly leas 

1 Cbe referendum is on the plan of that proTid^ for in the rules of the 
' Amalgamated AswMnation of Iron, Steel and Tin Workers. Here, 

a conference between employen and employed fails to agree, “it 
tS s ^''''’-thirds of all the members of the organisation voting to insist upon 
ivii which have (^ven rise to the disagreement " (/nd«iW«l Cbmmim'cn, 
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practically bound to reiterate that decision, if not still furthe 
to stiffen it in opposition to the dissatisfied party. 

These results are, of course, subject to the general cautioj 
that what appears to be ideally best is not always practicall' 
possible. When the men’s organisation is weak or th 
authority of their leaders slight, acceptance by referendum ma’ 
sometimes be the only form in whieh acceptance for a decisioi 
can be secured at all. In a Grimsby fishing dispute in 1'90; 
the officials of the Gasworkers’ Union even found it necessary ti 
take a ballot as to whether a decision promulgated, not bjr i 
conciliation committee, but by a regularly appointed Boan 
of Trade arbitrator applied for by both sides, should or shoiift 
not be accepted. These difficulties must be clearly recognised 
They do not, however, interfere with our conclusion that i 
referendum from negotiators to their constituents should b( 
avoided whenever this is possible. 

§ 8. Finally there is the question of guarantees — whethei 
for the observance of agreements entered into directly by the 
parties, or for the acceptance of the award of an arbitrator tc 
whom they have agreed to submit the dispute. In some agree- 
ments each party gives a guarantee in the form of a money 
deposit subject to forfeit. Thus, after the great strike of 
1895, the National Associations in the English boot and shoe 
trade agreed to place £1000 each with trustees, part of which 
would be forfeited should either be “ deemed to have broken 
an agreement, award or decision ” ; while, " if any provision 
of this agreement, or if an award, agreement or decision is 
broken by any manufacturer or body of workmen belonging to 
the Federation or National Union, and the Federation or 
National Union fail within ten days either to induce such 
members to comply with the agreement, decision or award, 
or to expel them from the organisation, the Federation or 
the National Union shall be deemed to have broken the 
agreement, award or decision,”* and shall, thmenpon, become 

* ProTision 9 of the Agreement Report on Cotteotine AgretmenU [Od. 

1910, p. 281. When the Union failed to expel the London etrikeni m i > 
Lord James of Hereford awarded £800 damages from the Union’s deposit 
employers (ibid, p. 606). Evasion of the fine by refusal to replace .,^1 
drawn under it can be met by a rule that, in this event, the whole of the 
shall bo forfeited. When the agreement was renewed in 1909, the p 
providing for expulsion from the organisation was deleted. 
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liable to forfeit some or all of their deposit. No doubt, 
when there is uncertainty as to the power of an as- 
sociation to maintain discipline among its members, its 
ability to show recalcitrant members that their conduct is 
causing it to be fined would do something to strengthen its 
position against them. Apart, however, from this con- 
sideration — and in strong ■•Unions it is not an important one — 
the value of monetary guarantees is doubtful. The Report 
of the Industrial Council (1912) on the advantages and 
disadvantages involved is as follows : " Considerable ^versity 
of opinion appears to exist in regard to the efficacy of a 
monetary guarantee. If the fund is intended to be one out 
of which a penalty is payable equivalent to the amount of 
damage suffered, it is clear that, in order to provide for a 
case involving a large number of persons, the sum of money 
which it would be necessary to deposit would be such that 
many of the smaller organisations would be imable to set 
aside so large a proportion of their funds, or to obtain money 
for such a purpose. If, ou the other hand, the penalty to be 
paid is merely in the nature of a fine, it does not appear that 
the adoption of the principle adds much to the restraining 
influence which is already exercised by the moral obligation 
to observe agreements. ... We are of opinion, therefore, that 
the general adoption of the system of monetary guarantees, 
in the form of a deposit of money, cannot be regarded as 
constituting a practicable and efficient means of ensuring the 
falfilment of agreements. At the same time, when monetary 
guarantees are voluntarily offered, we see no objection to their 
adoption.” ^ This condusion will probably command general 
assent. 


^ Xoe. eU. [K 11, 



CHAPTER IV 


MEDIATION 

§ 1. The experience of the United Kingdom and of ih^ 
United States affords abundant proof that purely voluntarj 
arrangements entered into by employers and workpeople, when 
worked in a friendly spirit, can do a great deal towards pro- 
moting industrial peace. But these arrangements are not 
adequate to prevent strikes or lock-outs in all circumstances. 
Purely conciliatory schemes may be broken into by war even 
during the period of their currency ; and schemes in which pro- 
vision is made for arbitration may fail to be renewed when 
this period comes to an end. On occasions of this kind, when 
voluntary machinery within an industry is lacking or threatens 
to prove inadequate, something further is necessary if indus- 
trial war is to be averted. The solution which naturally 
suggests itself is that of friendly mediation. In behalf of 
this the general argument is strong and straightforward. 
When once a difference has become accentuated, and, bUU 
more, when it has developed into an open conflict, both sides 
are apt to be striving for the “ mastery,” as well as for the 
particular object in dispute. They stand to lose dignity as 
well as money, and, consequently, their obstinacy will be much 
greater than the material point alone can justify. Not only 
is this, as a matter of fact, so, but it is frequently known 
to be so by the parties themselves. They will often have 
considered some matter worth the chance of a rupture, hut 
not worth the certainty of one. Hence, when the rupture 
actually arrives, all that may be needed is some device for 
facilitating withdrawal, without undue loss of dignity, fro® 
a position assumed for purposes of bluff Even if, “r t 
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earlier stages of a conflict, no way out seems acceptable, 
a point is sure to be reached sooner or later when one party 
will be willing to yield, if it can “ save its face ” in doing 
so. Hence the opportunity for the "good offices” of a 
mediator. His appearance on the scene makes prominent 
the fact, apt to be lost sight of in the heat of controversy, 
that the general public, ns well as the parties directly con- 
cerned, have an interest in peace. The mere suggestion from 
him that a conference should be held may, in some circum- 
stances, of itself suffice to bring about a settlement; and, where 
it falls short of this large measure of success, tact and a genial 
luncheon party may still indirectly advance the prospects of peace.^ 
For, in the presence of a mediator, the element of “proper 
pride ” and “ courage never to submit or yield ” is eliminated 
by the suggestion that reconciliation is made as a favour to 
a friend, and not as a concession to an adversary. Furthermore, 
even when good offices do not effect an actual settlement, they 
may secure that a difference shall be resolved by arbitration 
instead of by industrial war. Perhaps the most effective way in 
which a mediator can forward this result is by helping the dis- 
putants in the difficult task of finding some mutually acceptable 
person to decide between them. In this matter the assistance 
of the British Board of Trade, before its duties were taken 
over by the Ministry of Labour, used frequently to be invoked. 

§ 2, Since there is, thus, scope for mediatorial intervention, 
it becomes important to examine the different institutions 
through which it may be made to work. There are three 
kinds of mediators — the eminent outsider, the non-govem- 
mental Board, and the Board connected with some part of 
the governmental system of the country. These arb not 
‘ttutually incompatible, but can advant^eously be used to 
sttppleinent one another. The great advantage of the first 
>8 that the intervention of men like Bishop Westcott,* Lord 
ilosebery,* Lord James,* Mr. Asquith,* or the Prime Minister 

1 ' Mr. and lira. Webb’a OTpixdon of tbe efficacy of Lord Rosebery's 
nclieon party in conciliating the parties in the coal dispute of 1898 
mrnrial Democracy, p. 242). 

4 ^h® Durham OmI Strike, 1892. • The Federation Coal Strike, 1898. 

. I, Clyde and Belfast Engineering Dispute, 189S. 

The London Cab Strike. 
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of the day, of itself tends somewhat to smooth the course 
of events by flattering the disputants with a sense of their 
own importance. The ordinary Board of Mediation, whether 
voluntary or official, has not, as a rule, such distinguished 
names to conjure with, and is, so far, inferior. Hence for 
a certain class of disputes the eminent outsider cannot be 
dispensed with. • i 

§ 3. The usefulness of the non-govemmental Board is, less 
generally admitted. It has, indeed, the advantage over \the 
eminent outsider that, not being constituted ad hoc, it is inWe 
readily brought into play, and has a better chance of making 
its voice heard in that breathing space before a strike or lock- 
out actually begins, when mediation is most likely to succeed. 
It has been urged, however, that, whereas in this country a 
great number of mediatorial Boards have been set up by the 
Chambers of Commerce and Trades Councils of different towns, 
none of them, except the London Board, has produced the 
slightest effect. In short, according to this argument, the 
system of non-governmental Boards has been tried and found 
by experience to be worthless. The evidence adduced, how- 
ever, is inadequate to support so sweeping a conclusion. The 
Boards which have failed are exclusively vmnicipcd Boards, and, 
with labour organised as it is in England, the conduct even of 
purely local differences is not likely to be left altogether to 
the men on the spot. May it not, then, be fairly urged that 
the failure of these Boards was due, not to their non-govern- 
mental character, but to the narrowness of the area which 
they covered, and does not the comparative success of the 
London Board add weight to this suggestion ? If, however, 
the facts can be thus explained, they do not warrant us in 
supposing that local non-govemmental Boards would fail il 
tried on the less completely unionised wil of the Continent. 
Still less do they prove that a non-govemmental nation^ 
Board is doomed to failure. Indeed, a Board of this kind, 
under the name of the Industrial Department of the Nation^ 
Civic Federation, has had considerable success in the United 
States. 

§ 4. Nevertheless, though it would be a mistake to igo®^ 
the possibilities of non-governmental Boards, it is pla^ ® 



a. 


MEDIATION 


437 


here axe certain advantages inaccessible to them, but readily 
vailable to Boards attached to the governmental machinery of 
he country. In the first place, the latter possess exceptional 
acilities — facilities second only to those enjoyed by voluntary 
Jonciliation Boards in particular industries — for ascertaining 
he existence of differences at the earliest possible moment. For 
dministrative officials can be required to supply them with 
mmediate information whenever a strike or lock-out occurs or 
s seriously threatened. In the second place, they have greater 
ntellectual and financial resources, and are likely to he more 
iberal in the use of them. Thus it is probable that the 
irained ability which the Ministry of Labour — as once the 
Board of Trade — can command has a good deal to do with 
the preference displayed for it, as against local Boards, by the 
parties to disputes covering a small area. Lastly, when, as on 
the plan adopted in England, the emissaries employed are sent 
out directly from a central State department, instead of being, as 
in France, mere local officials endowed with mediatorial powers, 
they are likely to wield a modicum of reputation which may 
help them considerably in their work. Consequently, it is not 
surprising to find that in recent times the work of mediation 
in industrial disputes has been taken over in great part by 
machinery attaolied to some organ of government. In some 
countries the offer of mediation may only be made on the 
request of one or other of the parties to a difference. Thus a 
Belgian law of 1887 authorised the establishment locally of 
councils of industry and labour with sections representing 
dilferent industries, and provided : “ Whenever circumstances 
appear to demand it, at the request of either party, the 
governor of the province, the mayor of the commune, or the 
president of the section for the industry in which the dispute 
occurs must convene that section, which is to endeavour, by 
conciliation, to arrange a settlement.” ^ More frequently, how- 
ever, mediation is authorised at the discretion of the public 
authority, whether it is asked for by a party to the difference 
or not. This is the arrangement under the French law of 1 892 
under the English Conciliation Act of 1896. The latter 
Act provides : “ When a difference exists, or is apprehended, 
* Bullttin U.8.A, Bureau tf Lahovr, Ko. 60, p. 421. 
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between an employer or any class of employers and workmen, 
the Board of Trade may, if they think fit, exercise all or any 
of the following powers, namely : (1) inquire into the causes 
and circumstances of the difference ; (2) take such steps as to 
the Board may seem expedient for the purpose of enabling the 
parties to the difference to meet together, by themselves or 
their representatives, under the presidency of a chairman 
mutually agreed upon or nominated by the Board of Trade, or 
by some other person or body, with a view to the amical^le 
settlement of differences ; (3) on the application of employers 
or workmen interested, and after taking into consideration the 
existence and adequacy of the means available for conciliation 
in the district or trade and the circumstances of the case, 
appoint a person or persons to act as conciliator or as a board 
of conciliators.” The Ministry of Labour, fortified with the 
Industrial Courts Act of 1919, has inherited these powers 
from the Board of Trade. Experience shows that mediation, 
skilfully and sympathetically conducted along these lines, can 
often bring about the adjustment of differences that might 
otherwise very probably have led to a stoppage of work. 

§ 5. Thus we may conclude generally that eminent out- 
siders, non-go vemmental Boards and official agencies of 
mediation are all valuable in their spheres. It must not, 
however, be forgotten that they are also dangerous. As an 
indirect consequence of their presence, the development of 
peace -promoting machinery within separate industries— a 
more effective solvent of differences than “good offices” are 
ever likely to be— may be checked. To prevent this result, 
discretion on the part of the intervening body is essential. It 
should never arrogate to itself the claim to more than a 
transitory usefulness, and should carefully encourage— as the 
British Board of Trade, under the Act of 18^6, and its successor, 
the Ministry of Labour, have always aimed at doing-yth® 
formation of mutual Boards in the industries with which it w 
brought into contact. 



CHAPTER V 


COEECIYB INTEEVENTION 

5 1. Just as differences may prove too hard for voluntary 
conciliation schemes, so too they may defy the efforts of 
mediators. The possibility, or rather, except in the developed 
industries of countries which have reached a high stage of 
industrial peace, the frequent occurrence of these intractable 
controversies makes it necessary to inquire whether, and how 
far, resort should be had to the coercive powers of the State. 
Intervention of this kind may take place in four principal 
ways. Of these the simplest and mildest merely makes pro- 
vision for disputants to enter the net of compulsory ad- 
judication whenever both of them wish to do so. Examples 
are fairly numerous. In New South Wales the Industrial 
Arbitration Act of 1901 empowered any industrial union 
to make an agreement relatively to any industrial matter with 
another union or with an employer, which, “if made for a 
sitecified term not exceeding three years, and, if a copy be 
filed with the registrar, will be binding on the parties thereto 
and on every person while he is a member of any union 
which is a party to the agreement ” ; and declares “ that any 
such agreement, as between the parties bound by the same, 
shall have the same effect, and may be enforced in the same 
yay, us an award of the Court of Arbitration.” * The New 
Zealand law makes industrial agreements enforceable in the 
snme way as awards of the national Court of Arbitration. 
Hr. Mundella’s abortive English Act of 1872, the Massa- 
chusetts provision that, when both parties refer a difference 
the State Board, the decision automatically becomes binding, 
s HoaeUU, F«b. 1902, p. 89. 

489 
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and the Federal Eailway Act of 1898, enabling interstat 
carriers voluntarily to establish Arbitration Boards with com 
pulsory powers,' were similar in character and intention 
The English law has proved a dead letter, and was repealec 
in 1896, but those of Massachusetts and New Zealand hav( 
had a considerable measure of success. 

In opposition to this arrangement it may be urged, first 
that, when once arbitration has been agreed upon, a sente ol 
what is fair and a wholesome respect for public opiijiioD 
adready afford an adequate guarantee that awards will ; Ije 
obeyed ; secondly, that the introduction of a legal sanction 
would so far destroy the honourable one — the payment of tbe 
penalty being felt to condone the offence® — that the tut 
sanction would be no stronger than before ; and thirdly, that, 
through the association in the popular mind of the idea of 
compulsion with that of arbitration, “ resort to [Conciliation 
Boards] for their various purposes would be made less freely 
than at present.” ® It may be replied, however, that, at the 
worst, since non-coeroive arbitration would still be open to 
those who preferred it, there is little reason to believe that 
differences, which, save for the change, would have been 
settled peaceably, will now involve a conflict. Further- 
more, the effect of coercive sanctions, in checking resort even 
to those Courts which wield them, is much slighter than is 
generally supposed. In some circumstances their influence 
would actually tend in the opposite direction. In differences 
where each party considered itself, and knew that the other 
party considered itself, the stronger, there might be no settle- 
ment, procurable under a system of weak sanctions, from 
which one or other of them would not think it worth while 
to break away. Consequently, arbitration might be declined 
from dislike to the risk of these ineffective sanctions. If. 
however, the sanctions offered were strong, the position woul 
be different. A series of possible settlements would b* 

* U,S.A. IndmtrUU Commission, voL xvii. p. 428* 

* Of. The Report of the Industriai Oott/ndl m Industrie Agree > 

1912|P*7* ♦ott] cofli’ 

* J^cU CommissioJt on Labour, Report, p» 99. Of oourBe, uwiver 
pulsion to accept awards, unaccomi)anied by universal compulsion oi re 
would have this effect in a far more marked degree. 
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ipened up, which, when awarded, could not be profitably 
riolated by either side, and the risk of which both would 
)e willing to incur, since the extra loss involved in failure 
vould be balanced by an extra gain in success. Finally, 
,he power to invoke legal sanctions may strengthen the 
lands of the leaders of either organisation against their 
iiscoutented followers. This consideration is especially im- 
jortant where, as in the United States, the direct control of 
Union executives over individual members is comparatively 
ilight. It is not, however, to be ignored even in this 
country, for, though, in our greater Unions, breaches of 
iward in defiance of the central authority are rare, among 
the low-skilled industries they are fairly common. On the 
whole, therefore, the case seems to be made out for some 
system under which opportunities for referring differences to 
a Court with coercive powers is given to those who desire to 
avail themselves of it. 

§ 2. The second way in which the State may intervene 
is by enabling organisations of employers and employed to 
invoke government aid in extending to the whole of a trade 
in a district or country an agreement that has been entered 
nto by associations representing the main body of employers 
ind workpeople engaged in it. In South Australia an Act of 
1910 provides that, in trades where there are no Wages 
Boards, three-fifths of the employers and of the employed 
may make an agreement and require the government to 
promulgate it, so that it becomes binding upon the whole 
trade. The English Munitions Act of 1917 contained a 
substantially similar provision. The principal argument in 
favour of legislation of this kind is that, in the absence of it, 
agreomeiits entered into by the great majority of those engaged 
lu an industry are liable to be disrupted by the competition of 
a few “ bad ” employers. For often an employer or group of 
aniployers would lose nothing by paying better wages or work- 
^ug shorter hours, provided that all their competitors did the 
but would lose a great deal by doing this, and would, 
,^ou8e(iuently, refuse to do it, if that condition was not fulfilled. 
‘US it has been stated that " one of the provoking causes of 
® second and disastrous transport strike in London was the 
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withdrawal of a firm of carters from an agreement which it ha 
signed, in order to compete with the other firms by paying 
lower scale of wages than they did.”^ On the other side, howeve 
several considerations of weight may be advanced. In the fin 
place. State action of the kind contemplated would dangerousl 
facilitate the formation of rings and alliances to the detrimei 
of consumers. Secondly, there would sometimes be very igrea 
practical difificulty in determining the lengths to which ej 
tension should be carried. For the similarity betweeh\ th 
products of different districts in an industry is often ihor 
apparent than real, and, when this is so, the maintenance of 
parallel movement between the rates prevailing in them migh 
work against peace rather than in favour of it. This difficult; 
may be illustrated from certain voluntary arrangements whicl 
have prevailed at one time or another in this country. Thu 
in 1874 a combined scale was constructed for the iron trad 
of the Midlands and the North of England. In the Nortli 
however, iron rails were still the chief product, while in lb 
Midlands manufacturers were already engaged in producinj 
bars, plates and angles. For the former the market \va 
falling, but it was rising for the latter, with the result tha 
the employers of the North were compelled, at the firs 
adjustment under the scale, to raise wages by 3d,, althougl 
the price of their own chief ware was falling. Consequently 
the scale collapsed within the year. Similarly, there existec 
for some time in many parts of Lancashire an understanding 
that the wages of cotton-spinners should rise and fall will 
advances and reductions in the Oldham district. But “the 
increasing specialisation of districts, with respect to the yarns 
produced in them, was instrumental in rendering unworkable 
an arrangement which had at least been possible, if n®* 
desirable, some time before. What had been one market for 
yarns, roughly speaking, became many markets; and the 
prices for different ranges and qualities of yarn beginning fo 
move more independently, rendered any sliding arrangemente 
between the lists unsatisfactory.” ^ It is true, no doubt, tha 
a policy of extension does not absolutely exclude adjustmen 

r Bamsay MacDonald, The Social Vnre$l, p. 109. 

* Chapman, Samomic Journal, 1699, p. 698. 
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10 the varying conditions of different districts. But it cau 
lardly he doubted that the task of making these adjust- 
ments would often demand greater elasticity in the exten- 
jions than the patience and wisdom of the officials concerned 
jre competent to provide. Thirdly, it may be urged that, 
where the workpeople’s organisation is powerful, extension 
by authority is superfluous, because private enterprise is 
sufficient to ensure it. The employers are anxious to have 
recalcitrant competitors brought into line, and the workpeople 
lire no less anxious to help them. Hence, “ Trade Unions 
assist employers’ associations to coerce employers into sub- 
mission to an agreement which they have not signed,” and 
p collective bargaining thus extends over a much larger field 
than Trade Unionism.”^ The United States Industrial Com- 
mission found, for example, that in Illinois the United 
Mine Workers’ Society is expected to strike or threaten to 
strike in order to bring recalcitrant employers to terms, and 
that in practice it is generally successful in securing this 
result.* This last consideration, however, is obviously not 
relevant to industries in which the workpeople’s organisation 
is weak. On the whole, in spite of the possible risks to 
consumers and of the practical difficulties set out above, and in 
spite also of the danger that “ the extension of the benefits of 
wganisation to the unorganised may tend to perpetuate the 
class of non-union hangers-on of labour and unfederated 
hangers-on of capitalists, men who reap the benefit of 
ttrganisation but refuse to pay their share,”® it would seem 
that opiirion in this country is not now unfavourably disposed 
towards this strictly limited form of coercive intervention in 
ittdustrial disputes. Definite support was given to it in the 
Report of the Industrial Council (1912), subject to the con- 
dition that the Board of Trade should not entertain any 
application for the extension of an agreement, unless such 
application was received from both the parties to the ^reement. 

the Goal Mining Industry Act of 1920 it is provided that 
tecominendations made by District Committees, by Area Boards, 

‘ Gilman, Methods Jnd>wiMal Peaoe, pp. 116-17. 

* Of. Industrial Commission, Tol. xviL p. 828. 

* Cole, The World vf Labour, p. 814. 
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or by the National Board shall be made compulsory on peisoi 
engaged in the industry, if the Board of Trade so directs : 
in the Com Production Act (Repeal) of 1921 — supersede 
three years later by the establishment of a system of Agn 
cultural Wages Boards — the decisions of the voluntary cot 
ciliation committees as to minimum wage rates might, if 
committee so desired, be made enforceable at law throyghou 
their districts after confirmation by the Board of Agriculture 
§ 3. The third way of State intervention is by lawi^com 
pelling industrial differences to be referred to some triiuna 
before any strike or lock-out in the industries covered by thi 
law is permitted. This system is best illustrated by 
Canadian Industrial Disputes Investigation Act of 190? 
That Act has been imitated in South Africa and elsewhere, 
and served as model for a United States enactment, covering 
disputes extending over several States, passed in 1925.’ Id 
January 1925, after eighteen years of operation, it was declareii 
ultra vires by the Judicial Committee of the Privy Council,® 
the ground that it infringed the rights of the provincial 
governments. In consequence of this ruling an amending 
Act was passed, which somewhat restricted its range but left 
its substance unchanged.* The Act is not of general applica- 


tion, but refers exclusively to certain industries in which there 
is reason to believe that a stoppage of work would prove 
exceptionally injurious to the community as a whole. The 
industries covered are mining, transportation, all forms of 
railway service, the supply of electricity and other motive, 
power, the working of steamships, the telegraph and telephone] 
services, gas supply and water supply. Practically speaking, j 


the Act comes into play in these industries whenever a stopp 
of work is seriously threatened, and it cannot be successful!? 
evaded by a joint refusal of both pafties to invoke it. ® 
principal provisions are as follows. Thirty days’ notice must 
given of any proposed change in the terms of contract 
employers and employed. If the proposed change is resiste J 
the other side, a strike or lock-out in reference to it is prohibit® 


‘ Of. Mood, Indwtry and Politia, p. 181. , ^ 

* Of. A Survey Indugtrial Selaliont by tiie OommlttM on Jno ) 
Trade, 1926, pp. 866 et $iq. 



OOEROITE INTEEVENTION 


445 


I. ▼ 


ader penalties, until the dispute has been investigated by a 
card appointed by public authority and until this Board has 
lade a report, together with recommendations as to the proper 
jrms of settlement, for publication by the Minister of Labour, 
^en the report has been published, there is no obligation 
pon either party to accept its recommendations, and a 
toppage of work may legally take place. But, until the 
eport is published, a stoppage is prohibited by law and 
enders any individual taking part in it liable to a fine ; for 
mployers engaging in a lock-out, of from 100 to 1000 dollars 
Hjrday ; for workpeople engaging in a strike, of from 10 to 50 
lollars per day. 

This law, it will be noticed, has three distinct aspecta 
First, it goes a long way towards ensuring serious discussion 
“tween the parties — this is practically involved in the Board’s 
vesligations — ^and an attempt to settle their differences under 
ic guidance, and with the help, of an impartial authority, 
jcondly, it gives full power to a tribunal appointed by the 
wernment “ to investigate the matter in dispute, with similar 
jwers in regard to witnesses, production of documents and 
ispectiou as are vested in a court of record in civil cases, with 
view, if conciliation fails, to recommendations being made as 
) what are believed to be fair terms.”* Thirdly, it makes 
stoppage of work unlawful until the investigation of the 
ifFerence has been completed and a report presented. It 
as been held by competent authorities who have studied the 
orkiiig of the law that the first of these aspects is, in 
ractice, the most valuable. The Reporter to the United 
tates Bureau of Labour writes : " The principal service of the 
Wrd is in bringing the parties to the controversy together 
ar an amicable discussion and in guiding the negotiations to 
voluntary settlement.” ® He adds : " The Government in 
PPointing Boards, and the most successful Boards in conducting 
ffoceedings, have interpreted the Act as a statute for concilia- 
■lon by informal methods, looking towards a voluntary agree- 
'lent between the parties as its object.” * In like manner. Lord 
.®en Sir George) Askwith, in his Report to the British Board 


' . .. * Report by Sir George Askwith [Cd. SSOSl p. 17. 

States Bulletin qf Labour, No. 8S, 1810, p, 17. * Rid, No. 78, p. 66& 
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of Trade in 1913, expressed the opinion “ that the forwarding 
of the spirit and intent of conciliation is the more valuable 
portion of the Canadian Act.” ‘ None the less, the provision 
for the promulgation at need of an authoritative report and 
recommendations may also, on occasions, yield good results,: 
It is true that in trifling disputes, in which the general public! 
takes small interest, little pressures from public opinion c4n be 
evoked, and that in all disputes, when once the passiop of 
conflict has been aroused, even strong pressure may be igniired. 
But, when the issue is one which seriously affects the wliok 
community, by threatening to disorganise, e-g., the railw^ij 
service or the coal supply, public opinion is a force which 
must at least be reckoned with ; and it is interesting to 
observe that, on a number of occasions, when one or other 
of the parties at first refused to accept the recommendations 
of the Board and a strike or lock-out took place, the dispute 
was ultimately settled substantially on the basis of the Board’s 
proposals. The third aspect of the law, that which makes a 
strike or lock-out unlawful until after the Board has reported, 
is the one about which the most serious doubts have been 
expressed. There is the objection that, given determined op- 
position, it may prove impracticable to enforce the law ; ^ and 
the objection that the success of a strike often depends 
upon its suddenness, so that any enforced delay necessarily 
handicaps the workpeople. These objections are undoubtedly 
substantial, though there are some industries, e.g. the transport 
industries, in which the strike weapon is not appreciably weak- 
ened by delay in resort to it. On the other side, stress is laid 
upon the fact that, when once industrial war has broken out, 
the issue chiefly in dispute is apt to be lost in a fight 
mastery, which only exhaustion can end, and that, therefore, 
even though the law should often fail to prevent an outbreak, 
the chance that it will sometimes succeed, and so obviate 


» [CM. 6603], 
^ In Canada t 


- P* f 1 

, there hare, in hct, been numerone illegal stoppages of won 

very few attempts to enforce penalties for them. The Deputy Minif e 
La^ur has stated publicly : “ It has not been the policy of successive Min 
under whose authority the statute has been administered to undem 
enforcement of the provision .” — United States Bulletin of Labour ^ 
1918, p. 189. Of. also Eeport of the Delegation to inquire into ludustns 
ditions in Canada end the IJ.S.A. [Cmd, 2838], p« 80. 
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rrave injury to the community, constitutes for it an adequate 
iefence. Plainly on this issue no decision of a general kind 
B possible. What ought, in fact, to be done depends chiefly 
)ii what workpeople and employers think ought to be done, and 
ire, therefore, prepared to support. It is, however, now gener- 
illy agreed that an Act on the Canadian model, without penal 
jlauses against strikes and-> lock-outs prior to the promulgation 
of the Board’s recommendations, and accompanied, so far as 
possible, by safeguards to prevent injurious reactions upon the 
development of voluntary schemes of conciliation and arbitra- 
tion, is, in Lord Askwith’s words, " suitable and practicable for 
this country.” Part II. of the Industrial Court Act of 1919 
in effect constitutes such an Act. It empowers the Minister 
of J.abour, when a dispute either exists or is apprehended, to 
appoint a court of inquiry, armed with the power to compel 
evidence on oath, whose business it shall be to make an 
impartial report on the merits of the dispute — a report which 
the Minister, if he thinks fit, may make public. At present 
it could not safely include the critical penal clause. But 
there is much to be said for that clause ; and, if the League 
of Nations proves its ability to enforce delay in the out- 
break of political war, public opinion may presently become 
ready to accept a similar restraint upon the outbreak of 
industrial war. 

§ 4. The fourth and last way of State intervention is what 
is commonly and loosely known as compulsory arbitration. 
Under the Canadian Act, if the parties remain intractable 
alike to efforts at conciliation and to the suasion of opinion, 
strikes and lock-outs can ultimately take place without any 
infringement of the law. It was left to the Australasian 
colonies to initiate a type of legislation under which, not 
cnly does a publicly appointed Board recommend terms for 
the settlement of differences, but the terms so recommended 

legally binding and a strike or lock-out against them is 
punishable offence. This type of legislation, when fully 
'developed, closes that loop-hole for a stoppage of work which 
*■^6 Canadian law leaves open. Generally speaking, some 
is made not unduly to discourage settlement by dis- 
'*'»88ion and conciliation, but the principal stress is laid on 
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preveuting resort to a strike or look-out in those difficu 
conflicts where less heroic expedients have failed. In Ke 
Zealand, indeed, a loop-hole is still left. For the compulsor 
arbitration law of that colony applies only to unions ( 
workpeople registered under the arbitration law, other wori 
people being governed, under an Amendment of 1913, by 
variant of the Canadian type of law* But in the correspoifdin; 
laws of New South Wales (prior to the relaxing amend 
ment of 1918) and Western Australia there is no Wl 
reservation, and the same remark holds true of the Comnion 
wealth law relating to differences that extend over more tbai 
one State. In all these laws the arbitration awards an 
" sanctioned ’’ by a money fine. In New Zealand individna 
employers and imions of workpeople who break the law an 
liable to a penalty of £500, and, if a union of workpeoplt 
fails to pay, its individual members are each held liable to t 
fine of £10, which may be collected through a writ of attach- 
ment of wages. Western Australia, like New Zealand, relies 
wholly on money penalties, but the New South Wales law 
provides also for the imprisonment of persons who fail to pay 
their fines, and the Commonwealth law awards imprisonment, 
without the option of a fine, for a second offence. In 1923 
Germany introduced what is in effect compulsory arbitration 
at the discretion of the government Conciliation committees 
are constituted with power to intervene in industrial disputes 
either at the request of one of the parties or on their own 
initiative. “ If the Board does not succeed in securing agree- 
ment between the parties, it may put forward a propos 
award, which, if accepted, shall have the force of a written 
collective agreement. If the proposed award is not accepted 
by both parties, it may be declared binding if its provisions 
appear just and reasonable, taking into account the interests 
of both parties, or if its application is desirable for ecotionaic 
and social reasons ; the conciliator of the region, or in e®®* 
cases the Federal Minister, is the competent authority 

* This Anieudmeut admits that a strike may be legal if fl) the 
not working under an award or industrial agreement or decide by secw 
that the award no longer binds them, and (2) give fourteen days noti 
Minister of labour of their intention to begin a strike {Eeaumic Jav/f* > 

^ S0»). 
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eclaring an award binding.” * An important dispute in the 
[uhr coal-field in 1927 was settled by resort to this provision, 
n 1926 Italy passed a general law for compulsory arbitration 
a industrial disputes, with fines and imprisonment as sanctions 
gainst recusants.® It is obvious, of course, that no legal 
irohibition and no provision of penalties can ensure that the 
ffohibited action will never be performed. No surprise need, 
herefore, be caused by the circumstance that, in the Australasian 
iolonies, in spite of their coercive laws, stoppages of work on 
iccount of industrial disputes have, in fact, occurred. This is 
)iily to be expected. The advocates of compulsory arbitration do 
aot deny it. Nor are they blind to the practical difficulties that 
may be presented by collusive evasions of the law or by 
determined refusals to pay fines. Their claim is, not that these 
laws can create a " country without strikes,” but that, by invok- 
ing a pressure more direct and potent than that of unorganised 
opinion, upon which alone the Canadian law in the last resort 
relies, they can render stoppages of work less frequent than 
they would otherwise be. How far this claim has been made 
good in the experience of New Zealand and the Australian 
States is a controversial question, which could only be 
answered satisfactorily after prolonged study on the spot. 
But, from the practical standpoint of English statesmen at 
the present time, that study is not necessary. It is common 
ground that legislation, to which the opinion of large masses 
of the population is strongly opposed, is likely to prove at 
once difficult to enforce and injurious to that general respect for 
law which it is to the interest of every community to maintain. 
Mr. Pember Reeves, the author of the New Zealand law, has 
himself declared that “to attempt to force such a statute 
“pon an unwilling people would be foredoomed to disaster.” * 
In England — and the same thing would seem to be true of the 
United States — compulsory arbitration, as distinguished from 
‘’he system of Trade Boards in badly organised industries, is 

present looked upon by employers and employed alike 
With very great distrust. To introduce it at a single stride in 

p Madkinery, International Labour Office (1927), 

* Ibid, pp, 85 . 7 ^ a iStatc JBxpgriimetUt in Auetralia, p. 168. 

Q 
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tbe face of this general sentiment would be both impraoticable 
and unwise. Public opinion may, no doubt, change and, at 
a future time, welcome what it now rejects, but at present 
whatever may be thought of its abstract merits, compulsoty 
arbitration in the United Kingdom is not practical pobtics is 
any department of industry. The partial resort that was had 
to it during tbe war does not suggest that it affords a satis, 
factory method of avoiding strikes — during the thirty-t{iree 
months that the Munitions of War Acts were in force 
were violated by some 1,500,000 workmen * — ; and in no: 
times, when the pressure of national need is slighter, it would 
probably meet with still less acceptance and, therefore, with 
still less success.* 

* Cf. Montgomery, Britisk amd CvniiiuifUaZ Lahom Bolicy^ p. 846. 

* Of. The Report on Oonetliaiion and ArHiraitont to the Ministry of Recoi]< 
stniction [Od. 9099], 1918, Par. 2. 



CHAPTEE VI 


an analytical view op industrial peace 

; 1. What has been said in the preceding chapters will 
firve well enough for the rough purposes of practice. But 
t is interesting to the economist to probe somewhat deeper, 
ind to set out some of the broader issues that have been 
aised in a different guise. From an analytical point of 
/iew differences between a workmen's union and an em- 
ployers’ association are analogous to differences between two 
ttations. When the differences concern such things as the 
general conditions of work, the methods of wage payment, the 
hours of labour and the demarcation of work, the analogy 
is close. But, when they concern wages, there is an im- 
portant distinction. Issues between governments usually do 
not, but issues about wages always do, refer to a rate of 
interchange between two things, the quantities to be exchanged 
being left unspecified.^ In negotiations of this character 
the one party does not always benefit himself by forcing 
the other to accept more and more unpalatable terma On 
the contrary, after a point, any further raising of the rate 
i^gainst an opponent will bring about such a reduction in 
the quantity of the thing which he is prepared to buy that, 
to put it paradoxically, the victor is made actually worse 
off by getting better terms. Thus, when the bargain is 
about a rate, there will be certain upper and lower limits 
outside of which it will not pay either party to go, whereas, 
''^ben the bargain is about a thing, there are no such limits. 

§ 2. When, both on the side of workpeople and on that 
of employers, competition works with perfect freedom, the 

^ OL ante, Part IL Obai^r IX..| 14. 

4B1 
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result of a bargain about the rate of wages is determinate a, 
a single definite rate, which is settled by the conditions o: 
reciprocal demand. If any worker asks for more than thi: 
from any employer, that employer will refuse to engage his; 
and will take somebody else, and, if any employer offers auj 
less than this to any workman, that workman will refuse tc 
work for him and will go to somebody else. Where, however 
wage rates are settled, not by the action of free competitioo 
but by bargaining between a workmen’s association on one^de 
and sm employers’ association on the other, the rate of w^ge 
is no longer determinate at a single point. There is, m 
the contrary, a range of indeterminateness. The workmea's 
association will prefer to the competitive rate something 
higher than that rate, and the employers’ association some- 
thing lower. In view of the fact that a rise in the rate 
will lessen the amount of employment obtainable, there will 
be a certain maximum rate above which the workpeople’s 
association will not wish to go, and, in view of the fact that 
a reduction in the rate will lessen the amount of labour 
obtainable, there will be a certain minimum rate below which 
the employers’ association vdll not wish to go. The rar>^ 
of indeterminateness is constituted by all the rates enclosed 
within these two limits. Let us suppose that they are 40 b. 
and 30s. respectively. From any rate lying outside this 
range it is to the interest of both sides to depart in the same 
direction. It is, therefore, impossible for a settlement to be 
reached with any wage rate outside that range. If there is 
any settlement it must fall at some point within it The 
extent of the range will be larger the less elastic is the 
demand for labour by the employers, and the less elastic is 
the demand for jobs with these employers by the workpeople 
§ 3. In considering their policy, the workpeople’s associa- 
tion will reflect that, if they elect to fight a battle about 
wages, the fight will cost them so mudi and the terns 
obtained at the end of the fight are likely to be such an 
such. Weighing up these things, they will determine «> 
a certain minimum wage which it is worth while, if necessaJ?! 
to accept rather than fight. This will be, as it were, t 
sticking point. If they think that a fight would cost t « 
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great deal and that they would get bad terms at the end, 
jiis sticking point will be low. It may be a good deal lower 
,han the 308., which we hare supposed to be the lower 
imit of the range of indeterminateness. On the other hand, 
f they think that a fight would cost them very little (or, still 
acre, if they think that the actual process of it would benefit 
^hem), and that they would get good terms at the end, their 
sticking point will be high. It may be as high as, but cannot 
be higher than, the 40 s., which is the upper end of the range 
3 f indeterminateness. Thus the workpeople’s sticking point 
may, according to circumstances, be any wage less than 408. 
I5y similar reasoning it can be shown that the employers’ 
Bticking point may, according to circumstances, be any wage 
greater than 30s. When the workpeople’s sticking point 
is lower than the employers’ sticking point, the range of 
wages between the two sticking points constitutes, subject 
to a qualification to be introduced presently, the range of 
practicaUe hargaim. Thus, if the workpeople would take 
"2s. rather than fight and the employers would pay 378. 
ather than fight, this range is made up of all rates between 
12s. and 378. When, however, the workpeople’s sticking 
loint is above the employers’ sticking point, when, for 
xample, the workpeople would go as low as 368., but no 
ower, rather than fight, and the employers would go as 
ligh as 338., but no higher, rather than fight, there is no 
unge of practicable bargains; and it is impossible for the 
ssue between the two sides to be settled without a fight. 

§ 4. If both sides have the same expectations as to the 
in which a fight would end and as to the wage rate that 
ivould be established in consequence of it, and if each side 
^lieves that the process of the fight would involve some 
positive cost to it, the workpeople’s sticking point must be 
ilow the employers’ sticking point, and there mmt, therefore, 
' some range of practicable bargains. If, however, the work- 
ople expect a fight to yield a higher wage rate than the 
pmployers do, this is not necessary, even though each side 
Fpects the fight to involve some positive cost: and, if one 
po expects the fight to be actually of benefit to it, — to 
i’o'^ove, as it were, negative cost— it is not necessary, even 
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though workpeople and employers both anticipate the same 
result to the fight. 

§ 5. It should be added in this connection that negative 
cost is by no means, as might perhaps be thought at first sight 
a mere mathematical figment. On the side of the employe^ 
it may easily be looked for if their commodity is one the demand 
for which is highly inelastic, and if, at the time of the 
conflict, they have large accumulated stocks in hand, thne 
it is sometimes alleged that coal-owners are enabled by a ^on. 
flict " to clear their stocks at famine prices, while postponing 
the fulfilment of their contracts imder strike clauses.” ^ They 
may also anticipate negative costs if they have reason to 
believe that, by precipitating a conflict in times of bad trade, 
they can insure themselves against being hampered by one 
when trade improves.* On the side of the workpeople, negative 
cost is, in the early stages of industrial organisation, fairly 
common. For in that period what the men are really aiming 
at is, not the concession of a higher wage, but respect for 
their Trade Union and consequent increased readiness to deal 
fairly with them in the future. Or again, the real purpose 
of the conflict may be to solidify the trade union itself and 
to attract non-unionists to its ranks. So far as conflicts are 


undertaken for objects of this kind, the advantage anticipated 
from the acquisition of those objects needs to be subtracted 
from the anticipated material losses of the dispute, and, when 
so subtracted, may leave a net negative result. In these 
circumstances the men may elect to fight, even though they 
expect both to be beaten and to be subjected to great suffering 
in the process. Negative costs are, however, exceptional 
As a general rule both sides expect that the actual conduct of 
a conflict will involve them in loss. 


§ 6. The qualification forecasted in § 8 has now to be 
introduced. Since the workpeople’s sticking point may ^ 
anything below the highest point in the range of indetermin- 
ateness, it may be below the lowest point in that range. 1® 


like manner, the employers’ sticking point may be above i 
highest point in that range. Thus, with a range of indeter- 


* PolUicaZ Science Quarterly, toL xii. p. 426. 

* Of. C^pman, The Ltmeeuhire OotUm Indtuiry, p. 311* 
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minateness between 30a or 40a, we might have the work- 
people’s sticking point at 26a and the employers’ sticking 
point at 488. In these circumstances the range of practicable 
bargains will not extend to the two sticking points : for no 
bargain is practicable that lies outside the range of inde- 
terminateness. Though one side may be willing to concede 
such a wage rather than* fight, the other side will not be 
willing to accept it. Consequently, any wage rate above the 
workpeople’s sticking point and any wage rate below the 
employers’ sticking point, which lies outside the range of 
indefcerminateness, is wholly ineffective. The range of practi- 
cahle bargains, that is the series of wage rates which both 
parties would prefer to a fight, is constituted by the wage 
rates (if any) which both lie above the workpeople’s sticking 
loint and below the employers’ sticking point and also fall 
dthin the range of indeterminateness. This explanation is 
sseutial to the practical inferences to which we now pass. 

§ 7. The extent of the range of indeterminateness is de- 
ermined, as was pointed out in § 2, by the elasticities of the 
cciprocal demands of the two parties. From the present point 
)f view, therefore, it may be taken as fixed. The range of 
)racticable bargains cannot, in any circumstances, be extended 
beyond the limits so determined. Within these limits it is in- 
ireased by anything that moves the workpeople’s sticking point 
iownwards or the employers’ sticking point upwards. The 
workpeople’s sticking point is moved down by anything that 
increases the cost which they look to suffer in a conflict; 
ind the employers’ sticking point is moved up by anything 
that increases the cost which they look to suffer in 
It. An increase in the strength of the workpeople’s associa- 
tion alone v/ill probably both lower the anticipated cost 
to them and increase it to employers. Hence it will prob- 
raise both sticking points; but it is impossible to 
whether it will widen the gap between them. An 
|>iicrea8e in the strength of the employers’ association alone 
^il. in like manner, lower both sticking pointa In practice, 
“'ice the development of one rival association is almost 
^rtain to lead to the development of the other also, the 
“cBt likely form of increase of strength is an increase on both 
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sides, leading to an increase in the cost anticipated by both 
This will mean a lowering of the workpeople's sticking poim 
accompanied by a rise of the employers’. Within the limit, 
set by the range of indeterminateness it will, therefore 
extend the range of practicable bargains in both directions 
provided that such range already exists, and it may brinj 
such a range into being if none •exists. This tendencj h 
exhibited in international, as well as in industrial, negotiations 
If the adjustment of some political difference by war m^ns 
adjustment by a world war embracing powerful alliances ion 
both sides, the enormous probable cost of a fight makes it 
certain that, unless the stake at issue is, or is thought to bs, 
immensely important, some range of practicable bargains will 
be available. In like manner, when the organisations of 
workpeople and employers in some industry are extended to 
embrace the whole country instead of being merely local, so 
that a strike or lock-out, if it occurred, would be national in 
its scope, an issue uffecting, say, the wages payable in some small 
district, for which, before, it may be, no range of practicabk 
bargains was available, is likely no longer to prove intractable. 
Broadly speaking, as things are to-day, with the great strength 
which nations and industrial associations alike possess, we 
may safely conclude that, for nearly all minor matters and 
interpretation differences, a wide range of practicable bargains 
will be available. There vill always be an enormous 
number of ways of settling, say, the political status of an 
obscure African village, or the exact application to a particular 
pit of a general wage agreement between coal-owners and coal- 
miners, any one of which would be very much more advantage- 
ous to both parties than a conflict could possibly be. When the 
matter in dispute is an important one, such as the possession 
of a large and rich territory or the- determination of the 
general standard of wages in an industry, it is not, of course, 
equally certain that a range of practicable bargains will exist. 

§ 8. When two nations, or two associations, representing 
employers and employed respectively, have entered into an 
agreement not to fight but to settle differences by arbitratioUj 
there is created a real cost, partly moral and partly 
(through the probable loss of outside support), to either o 
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hem if it breaks the agreement. This is additional to the 
irect cost which conflict would involve whether there had 
igen an arbitration agreement or not. Thus the setting 
ip of such an agreement increases the cost of war to both 
jarties, and so, within the limits set by the range of indeter- 
ninateness, tends to bring into being, and, if it is already in 
3 eing, to widen, a range of practicable bargains. Workers, who, 
ipart from the agreement, would have fought rather than 
accept 32s., may, in view of the agreement, keep at work 
though only 31s. is awarded; and employers, who would 
have locked out against a 35a demand, may now go to 36e. 

§ 9. When arbitration is voluntary, entrance into it means 
to each party, in the circumstances contemplated above, the 
risk of having to accept a rate less favourable to itself than the 
[worst rate it would have accepted without fighting if it had not 
jentered into arbitration. This consideration will not prevent 
^he parties from entering into it if each thinks that the risk 
pf loss, which it assumes by doing so, will be roughly balanced 
a corresponding chance of gain. But it is not certain 
'■ it there will be a balance of this kind. If, for instance, 

; lower end of the range of practicable bargains is already 
ng at the lower end of the range of indeterminateness, 

3 introduction of an arbitration agreement cannot extend 
e range of practicable bargains in a sense favourable to 
iployers, while it may extend it in a sense adverse to them, 
these circumstances they will be disinclined for arbitra- 
)n agreements. The same thing is true of workpeople in 
e converse case. When, however, conditions are such that 
‘trance into an arbitration agreement leaves both ends of 
‘6 range of practicable bargains within the range of indeter- 
inateness, the chances of gain and loss resulting from it are 
to balance for both sides, and, consequently, both sides 
ill often be willing to enter into it in spite of the danger 
losing more by it than they would look to have lost by war, 
§ 10. But this does not exhaust the matter. If it were 
®ihle to construct a voluntary arbitration agreement in such 
1 Jay as to preclude the arbitrator from making an award out- 
a that range of praoticable bargains, which is established by 
[ ral conditions coupled with the fact of the agreement, 
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there would, indeed, be nothing more to be said. But it is 
very hard to include a provision of this kind in any workable 
scheme. Even when arbitration is proposed in respect of a 
single existing dispute, the parties can hardly give their case 
awav so far as to reveal to the arbitrator beforehand what 

w 

their respective sticking points are, and bind him not to go 
outside them. When it is a question of a general arbitration 
treaty to cover future disputes not yet in being, the difficult 
is still greater. If, however, no provision of this kind is in- 
cluded, each disputant will fear that the arbitrator may award 
terms so unfavourable to him that, in spite of the agreement, 
he will feel compelled to fight against them, and so make a 
net loss of his honour. For this danger the knowledge that 
his opponent may be placed in a similar position by an award 
of an opposite character is no compensation. Consequently, 
both sides will tend to confine arbitration agreement.s to types 
of dispute, in which, in their judgment, it is practically certain 
that arbitrators will not give awards falling beyond their re- 
spective sticking points. Thus, in international treaties, States 
have often reserved from arbitration “ vital interests " and 
“ questions of national honour ” ; and in several plans for the 
League of Nations a distinction was drawn between “justiciable” 
disputes, to be submitted to a Court whose awards the League 
would enforce, and non-justiciable disputes, which should go to 
a Council empowered only to make non-binding rocornmcnda- 
tions. Similarly in industrial affairs, while employers and 
workpeople are generally ready to arbitrate minor matters or 
interpretation differences, they often hesitate to deal in this way 
with the general question of wage rates. 

§ 11. This unwillingness of the parties to enter voluntarily 
into far-reaching arbitmtion agreements has been an important 
factor in determining State authorities to intervene. Com- 
pulsory reference of disputes to a Iwdy entitled to recommend, 
but not to enforce, an award, as under the Canadian Industrial 
Disputes Investigation Act, tends, subject to the conditions 
which have been enumerated, to widen the range of practicable 
bargains, because a hostile public opinion adds to the cost of 
fighting against any settlement which has been recommended 
by an impartial public authority. It may, therefore, in some 
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may find themselves in a fight over an issoe which both know 
is not worth it. In the circumstances the chance that confiict 
will be avoided is clearly greater, the more cordial are the general 
relations between workpeople and employers and the better 
is the machinery available for bringing about friendly negotia* 
tiona Thus, when a regular Conciliation Board is ready (to 
hand or, failing that, when a mutually acceptable mediator as 
prepared to intervene, the prospect of a peaceful settlement is, 
so far, improved. When an arbitrator is available in the la^ 
resort, it is improved still further. For, when once an 
award is given that falls within the range of practicable 
bargains, it will not pay either side to fight rather than accept 
this award. One or other of them may, indeed, think it worth 
while to bluff in the hope of modifying the award by later 
negotiation. But, the award having, as it will have, — particu- 
larly when the arbitration has been entered upon voluntarily — 
moral force behind it, is not likely to be resisted up to the 
point of war, unless it lies beyond the sticking point of one 
party, that is to say, outside the range of practicable bargains. 
The wider, however, is the range of practicable bargains, the 
greater is the chance that an arbitrator will succeed in placing 
his award somewhere upon it It follows that, when settlements 
are arbitrated, the chances of a peaceful adjustment are greater 
where the range of practicable bargains is wide than where it 
is narrow. This conclusion, however, does not follow when 
settlements are negotiated. On the contrary, since, the wider 
the range of practicable bargains, the greater are the oppor- 
tunities for bluff by both sides, the opposite conclusion seems 
more easily defensible. 

§ 13. From the general course of this discussion it is 
easily seen that the need for arbitrators docs not, as is some- 
times supposed, arise solely out of the ignorance of the parties 
to a dispute, and that their function is not “ simply to find 
out what the price would naturally have tended to become.” ^ 
Dr. Schultze-Gaevemitz, who enunciates this view, su^ests 
that "the determination of relative strength, which is the 
function of a contest, could be equally well peribrmed by an 
exercise of the intelligence, just as we test the pressure of 

* SebnlUw-OMrmtitx, Social Pcaec, p. 102. 
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steam by a special gauge instead of finding it out by the 
bursting of the boiler.” * The implication of this argument is 
that, when all the facts are known to both sides, the range of 
practicable bargains is necessarily a single point, representing 
a wage equal to the one which battle would have established. 
This, as we have seen, is not so. It is true that an arbitrator, 
if he is to be successful, must act as an interpreter, and not as 
a controller, of economic tendencies, in the sense that he must 
place his award within the range of practicable bargains — ^a 
range, be it remembered, which the appointment of the 
arbitrator has probably somewhat widened It is also true 
that, if all the facts are known to both parties, the wage rate 
which battle would have estabbshed will necessarily be repre- 
sented by a point within this range. But it is not true that 
this wage rate is the only award open to the arbitrator which 
the litigants would be prepared to obey. The range of 
practicable bargains is not limited to that point unless, not 
only are all facts known to both sides, also the costs 
which a fight is expected to involve is, for both of them, 
nothing at all.* 

> Schultze-OMTernitz, Soeiai Peaet, p. 186. 

* For a mathematical treatment of 4e problems diacusaed b this chapter, 
of. Annendix A of niv Prindda and Mtthodt of Industrial Peaee. 
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§ 1. Our next problem has to do with the relation between 
economic welfare, as reflected through the size of the 
national dividend, and workpeople's hours of labour. The 
effect of improved shift systems, under which, with any 
given hours for workpeople, the hours for the employers’ 
machinery are prolonged, and, therefore, the quantity of 
machinery required to maintain a given output correspond- 
ingly reduced, will not be discussed here. It is evident that, 
after a point, an addition to the hours of labour normally 
worked in any industry would, by wearing out the work- 
people, ultimately lessen, rather than increase, the national 
dividend. Physiology teaches that, after a certain period of 
work of given intensity, the body requires a certain interval 
of rest in order to return to its initial state, and that this 
interval grows more rapidly than the period of work. Failing 
adequate intervals, our faculties become progressively blunted. 
The extra nourishment that enlarged earnings afford cannot 
be properly digested and yield little benefit. "Fatigue so 
closes the avenues of approach within that education does not 
educate, amusement does not amuse "nor recreation recreate.”^ 
Furthermore, besides this direct injury to efficiency, indirect 
injury also comes about, in so far as recourse to stimulants or 
unhealthy forms of excitement is induced by the fact of 
exhaustion.^ As a result, output suffers both from lost 
time, due to slacker attendance and unpunctuality, and from 
diminished vigour and application throughout the working 
spell Of course the exact length of working day, beyond 

I Goldmark, FaHgw cmd J^jkimey, p. 284. 

* 0£ Ohapman, “ Hours of Labour,'* Eammie Jewnal, 1909, p. 860. 
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which an increase would contract the national dividend, varies 
with the climate. In very hot countries it may be more 
productive to work at low intensity for long hours, and in 
colder countries, where the food consumed is of a different 
kind, at high intensity for short houra^ It also varies 
with the class of workpeople affected. Children and women, 
particularly women who,*b^de8 industrial work, have also 
the burden of looking after their homes, can, in general, stand 
less than adult men. Further leisure for them yields a 
bigger return — for children in opportunities for healthy sleep 
and play, for women in opportunities for better care of their 
homes.* An important factor, too, is the kind of work that is 
done. Long hours of heavy muscular exertion and mental 
or nervous strain are much more injurious to efficiency 
than long hours of mere mild attention. Again, workers earn- 
ing good money will be better nourished, and so likely to be 
able to stand more, than very poor workera Yet again, the 
effects will vary according to the way in which the work- 
people spend their leisure, whether in mere dissipation or in 
hard work on gardens of their own or in true recreation. It 
will also vary according as the shortened hours do or do not 
lead to greater intensity of effort and consequent strain 
during the hours that are worked — a matter which depends 
partly on whether wages are paid by piece or by time, partly 
on whether the work is of a sort that can be speeded up by 
improved ways of working or only by greater exertion, and 
partly upon whether or not the intervals of rest and the 
hour of starting work are based on careful tests of what best 
promotes efficient working.* In view of these considerations 
it is clear that no general statement as to the relation 
between hours of labour and the national dividend can be 
made. The relation will be different for different types of 
workpeople and different kinds of work. “ Where output is 
controlled mainly by machinery the loss [due to long hours] 

* Of. Gini, Bepoii to the League NaHom on Saw Materiale and Foodetuffe, 
1922, p. 41. 

* Ot Mushall, SoytU Oamtiwman on Laiour, Q. 4268. 

* On the efieots upon output of a pre*breekfut start, of. [Cd. 8511], p. 58 
et uq. lliis Beport oonoluded that in certain types of munition work the start 
before breakihst ndght be aboli^ed with advantage to the output (p. 86). 
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may be small Where it depends more especially upon the 
worker it will be great. Purely mechanical work can some- 
times be performed sufficiently well by tired men. Skilled 
work calling for judgement and discretion demands freshness 
and vigour.” * It must be remembered, indeed, that ei(en the 
feeding of a purely automatic machine can be done with greater 
or less regularity and completenea'}, and that the nui^er of 
machines which can be entrusted to the control of a^ un- 
fatigued worker is larger than can be entrusted to a fatigued 
one.‘ The essential point, however, is that, in each several 
industry, for each class of workers there is some length 
of working day the overstepping of which will be disadvan- 
tageous to the national dividend. A detailed official investiga- 
tion into the condition of munition workers in 1916 led the 
investigators to conclude that the hours of work yielding 
maximum output were, for men on “ very heavy work ” about 
56 hours a week, for men on "heavy work” about 60 hours, 
for men on “light work” about 70 hours, for women on 
"moderately heavy ” work 56 hours, and for women on “ light 
work ”60 hours.® It must be remembered, however, that, as 
the investigators point out, their data relate to those fittest 
persons among would-be munition workers, who did not drop 
out from the strain. Moreover, since in peace time workers 
naturally expect to have some surplus eueigy left for hobbies 
and amusements after their work is over, whereas in war time 
they may be ready to exhaust themselves completely, long 
hours in peace time are likely to cause more serious slacken- 
ing of effort in each hour than they do in war time.* “ Hence 
the hest hours for work, suited for peace-time, are in every 
case considerably shorter than those mentioned.” ® 

§ 2. Prima facie it might be thought that this conclusion 
is of academic rather than of practical importance, because the 
self-interest of employers and workpeople must prevent unduly 
long hours from being worked. There is, however, a large 

^ Stcond JfUerim Report on Indmtrial Fatifm [Od. 8S86], p. 60. 

* Of. Leverhulme, The Six Houre Day, p. 21. 

* HeaJtk of Hvnition Workers, Hemonndnm, No. 12 [Od. 8S44], p. 9. 

* "Import on Houn of "Work ond their Relstion to Output, ’’ 1927 
(International Association for Social Progress, British Section), p. 0. 

* Health qf Mvmtion Workers, Memorandum, No. 12 [Od. 8844], p. 10. 
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volume of experience, which contradicts this optimistic view 
and suggests that private self-interest has often seriously failed 
in this matter. It is not necessary to invoke the terrible 
history of the early days of the factory system. In quite 
recent times Dr. Abbe of the Zeiss works maintained, on the 
strength of experiments conducted by himself, that, among at 
least three-quarters of all industrial workers, a greater absolute 
product — not merely a greater product per hour — may be 
expected from regular work of between 8 and 9 hours a day 
than from regular work of any longer period.^ In his own 
works, “in 253 different kinds of work, he found that a 4 per 
cent larger output was obtained in nine hours [than in ten], 
using extictly the same machinery ” ; ® and a number of similar 
instances are on record from elsewhere both before and during 
the period of the war.* It is, indeed, very difficult to draw 
conffdent conclusions from even the most careful experiments 
in this held. For the results will be misleading ; (1) if the 
extra output per hour that is obtained is due to a mere spurt 
by men temporarily on their mettle, and not to a real increase 
of efficiency ; (2) if the reduction of hours has been accompanied 
by improvements in the general organisation of the business, 
e.g, by the substitution of a three-shift for a two-shift system, 
involving an increase of from, say, a 15 -hour to a 24-hour 
day for the machinery employed; or (3) if the reduction of 
hours has attracted to the experimenting works a grade of 
workmen superior to those formerly employed there. In spite, 
however, of these and other difficulties,* the evidence is fairly 
conclusive that hours of labour in excess of what the best 
interests of the national dividend require have often in fact 
been worked. This inference is strengthened when we reflect 
that any distant effect, which shorter hours may have in 
prolonging the working life of the persons concerned, cannot 
be displayed in these experiments. 

§ 3. At first sight it is difficult to understand by what 

* Oonrad, Handw^Urhuh <Ur Staatawisaenadtt^flm, voL i. p. 1214. 

* Report of the L&bour Aesooiation, Spedai C<mmiUe« on Hours of Lahow <« 

Oontinuoua Indutlrin, p. 10. * Ihid. pp. 10, 11. 

* For a good diacuasiou of the pitfalls to be avoided in a concrete study of 
the relation between hours of labour and efficiency, of. Sargent Florence, Use y 
Haetory Statisties ^ the InouUgation ^ Industrial Fatiyus, 
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process this state of affairs can be brought about: for it 
would seem to be contrary to the interest both of the 
workpeople and also of the employers to allow hours to be 
worked in excess of those that promote the largest production. 
The apparent paradox is, however, easily explained, j First, 
workpeople, in considering for what hours per day\ they 
will consent to work, often fail o to take account of the 
damage that unduly long hours may do to their efficWcy. 
Their lack of forethought in this matter is on a par with 
the general inability of all classes adequately to foresee future 
happenings in themselves, as distinguished from future 
happenings to themselves. Secondly, employers also often 
fail to realise that shorter hours would promote efficiency 
among their workpeople, and so would redound to their own 
interest. Thirdly — and this, on their side, is the princijml 
thing — except in firms which possess a practical monopoly in 
some department of industry, and so expect to retain the same 
hands permanently, the lack of durable connection between 
individual employers and their workpeople makes it to the 
employers’ interest to work longer hours than are in the long 
run to the interest of production as a whole. This point 
was well brought out in some remarks of an employer 
who has successfully undertaken many schemes for the 
welfare of those whom he employe. “ The employer as such,” 
he said, “is not primarily interested in keeping labour in 
excellent condition. What he wants is a sufficient supply of 
efficient labour to meet his immediate demands ; and, though 
ultimately this supply will he curtailed unless the whole nation 
allows a margin for wear-and-tear and for the stimulation of 
pri^ressive efficienc^y, he cannot afford, under our present 
competitive system, to take a very long view. He can act 
with others, but not much in advance of them. In so far 
then as he represents immediate and limited, rather than 
ultimate and general, interests, his economic outlook must 
stand in marked contrast to that of the nation as a whole.” ^ 
This identification of the employers’ interest with immediate, 
rather than with ultimate, output is especially important for 
the following reason. Where mobility and trade union 

» Ot Proud, JFi^an Work, pp. 60-81. 
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OTganisation are imperfect, and where, therefore, as will be 
shown when we come to discuss “ unfair wages,” there is some 
range of indeterminateness in the bargain between an employer 
and his workpeople, the employer’s bargaining power, as 
against his workpeople, is greater in the matter of hours of 
labour than it is in the matter of wages. For, whereas a 
workman striving to get •better wages has only, as it were, 
to lift his own weight, it is, as a rule, impossible, for technical 
reasons, that any concession about the hours of labour should 
be made to him that is not general in character, and, therefore, 
less willingly granted. Moreover, if an employer succeeds in 
exploiting his workpeople in the matter of wages, the poverty, 
which he thus induces in them, will often make them v/illing 
to work for longer hours. It follows that, when exploitation 
is present at all, it is extremely likely to make itself felt in 
hours of labour too long for the best interests of the national 
dividend. The effect will be bad everywhere, but especially 
bad where the persons affected are women and young person.?, 
whose aggregate efficiency throughout life is liable to suffer 
greatly from overstrain in youth. 

§ 4. Moreover, in this matter it is misleading to confine 
attention to the effect produced on the national dividend. 
For, in general, the working day, whose length is adapted to 
maximise production over a long period, is not, given the 
existing distribution of wealth between workpeople and others, 
the right working day from the standpoint of economic welfare. 
What economic welfare requires is that workpeople should 
work for such hours per day that the wages due to the last 
hour — when account is taken of the fact that every extra 
hour worked lessens the opportunity for enjoying whatever 
purchases their wages may enable them to malce — shall just 
compensate them for the unpleasantness of longer hours. 
There is a presumption that the working day which would 
satisfy this condition will be considerably shorter than the 
working day which would maximise production even in the 
long run. If then, as we have shown, the play of normal 
economic forces is liable to make the working day too long for 
the best inter^ts of the national dividend, a fortiori it is liable 
to make it too long for the best interests of economic welfare. 
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§ 5. What has been said is sufficient to constitute a 
prirm facie case for State intervention. This case, however, 
cannot be r^arded as established, even in respect of badly 
oi^amsed industries where the danger of exploitation by 
employers is not countered by strong Trade Union Action, 
until the possibility of evasions of the law has been considered. 
In laws about wages, as will appear presently, this poi^t is 
of great practical importance. For example, when it is \ pro- 
posed to force up wage rates on the ground that an increase 
of pay would soon produce a corresponding increase! of 
capacity, it can be objected that, since the reaction on 
capacity will not be immediate, employers will be tempted 
by an enforced increase in the wage rate to dismiss tliose 
workpeople who are not already worth what they are called 
upon to pay. But against proposals to reduce hours of labour 
this class of objection does not hold good. Provided that the 
hourly rate of wages is not raised, a shortening of the houis 
of labour does not, at all events until there has been time 
for it to bring about a reduction in the mechanical equip- 
ment of factories, make it to the interest of employers to 
employ fewer workpeople than before. It follows that a 
sufficient interval will be allowed, as it will not always 
be allowed when wage rates are increased, for the improve- 
ments in capacity, which they tend to produce, to work 
themselves out. This means that, by the time the danger 
of dismissals has become real, capacity will often be so 
far improved as to neutralise and abolish it. This con- 
sideration is important, but it is not, of course, decisive. It 
is still necessary to consider how far governmental authorities 
are competent to frame the delicately adjusted regulations 
which analysis shows to be desirable. Hithorto, the basis of 
systematic knowledge, upon which poUoy should be built up, 
has been small, and there is wide scope for further study. 
Meanwhile, it may be agreed that the general principle 
underlying legislation to limit the hours of work in industry 
is sound. The movement, which advanced with remarkable 
rapidity in many countries during the earlier post-war years, 
to fix a general maximum of eight hours a day in aU industries, 
subject to certain special exceptions, may wdl be justified 
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on broad aocial grounds. But it is very important that the 
different needs of different classes of workers should be 
recognised, and that the general maximum should not tend 
to become a general minimum also. 

§ 6. One further aspect of this matter has to be con- 
sidered. It is plain that, whatever limitation is imposed, 
it cannot be made absolutely rigid ; because, if this were done, 
work would be prevented on some occasions when the im- 
mediate need for it was so urgent as to outweigh any indirect 
consequences. Certain materials, for example, become fit for 
use for a brief space only, and, if they are not worked upon 
then, are absolutely wasted. A good example is the fruit 
used in the fruit-canning industry. To refuse permission for 
occasional excessive hours of work in this industry might 
mean, from time to time, the total loss of very valuable 
crops.^ Certain forms of repair work are in a similar position. 
They are urgent, in the sense that they must be executed at 
once on pain of very serious loss. It is evident that, when 
conditions of this kind prevail, some relaxation from rigid 
rules should be made, whether the authority behind these 
rules be legislation or a collective agreement between a Trade 
Union and an Employers’ Federation. In other words, some 
amount of overtime beyond the hour s normally permitted should 
sometimes be permitted. But it is very important that this 
concession should not be abused. It must be clearly under- 
stood that overtime is often injurious, even though it be 
followed by an equivalent period of slack time. “During 
overtime leisure and rest are cut down at the very same time 
that heavier and longer demands are made upon the human 
organism. It is practically inevitable that the metabolic 
balance should be thrown out of gear. . . . There is no 
rebound, or an infinitely slow one, when our elastic capacities 
have been too tensely stretched. It takes much more time, 
rest, repair than the working-girl can possibly afford to 
make good such metabolic losses. Compensation — off-time — 
comes too late, . . . After a doubled task muscle requires, 

^ Aft Mbm Ooldnmrk points out, howoror, this consideration affords no excuse 
for the overtime that in fact often prevails in the United SUtes Canneries 
among the workpeople who label and stamp the cans after they have been 
•ealed amd p. 187 ). 
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not double, but four times, as long a rest for locuperation, 
and a similar need for more than proportionally increased rest 
after excessive work is true also of our other tissues and of 
our organism in its totality.” ^ “ When once an individual has, 

through labour during ordinary hours, reached a certain disgree 
of fatigue, and proceeds to further labour (overtime) without 
taking the repose necessary to dissipate the fatigue alr^dy 
produced, this further labour has a greater physiolo^cal 
effect and exhausts the organism more than would \ a 
similar amount of labour performed when fatigue was 
absent”* These injurious effects follow from overtime 
work, in all industries where the normal hours already 
approach the maximum compatible with full efficiency, 
however cogent the excuses for it may be. The excuses 
offered should always, therefore, be scrutinised witli very 
great care. In the conduct of this scrutiny it is essential 
to bear in mind that the immediate damage, which the 
prohibition of overtime would bring about, is often in fact 
much smaller than it appears to be at first sight. For, 
first, in so far as pressure upon one set of firms in an 
industry occurs when other firms are slack, the prohibition 
need not kill the work they would have done, but may 
lead to its being given out, either on commission or by 
direct order, to other firms. Secondly, in industries that 
manufacture goods capable of being made for stock, pro- 
hibition of overtime in periods of general boom will, indeed, 
directly lessen the hours of work done in these periods, but 
it will also indirectly increase the hours of work done 
in antecedent periods of depression. Furthemore, in this 
connection, the notion “ making for stock ” should be given 
a significance more extended than usuaL Articles which 
have to be manufactured to individual order are not 
capable of being made for stock in the ordinary sense. But, 
in so far as they are capable of being stored prior to need 
by their purchasers, they ought to be so regarded from 
the present point of view. It is this cla-ss of commodity 
that the Minority of the Poor Law Commissioners had 

' Goldmark, Fatigue and ^eieneg, p. 88. 

» Sooond Interim Beport on Induttrial Fatigne [Od. 888»J, 1818, p. 18. 
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in view when they wrote : " The variations in the consumers’ 
pressure can he made much less extreme by means of a legal 
limitation of the hours of labour. When the hours of cotton 
operatives were settled by the individual mill-owner, cotton- 
spinning and weaving were extreme instances of seasonal 
trades ; and the manufacturer was unable to resist the 
customers’ insistence on ^instant delivery. Now that the 
maximum horns are legally fixed, the buyer has learnt 
to be more regular in his demands. The extreme seasonal 
irregularity of the London dressmaking trade would un- 
doubtedly be mitigated, if dressmakers were absolutely pre- 
vented from working more than a fixed maximum day. 
Customers would simply not be able to insist on delivery 
in an unreasonably short time.” ^ As a result, the out- 
put produced in antecedent times would be increased, thus 
partly offsetting the diminution of output directly consequent 
upon the diminution of overtime in periods of boom. Thirdly, 
there are certain things, whether or not they are capable 
of being made for stock in any sense, the demand for which 
can be postporud for a substantial period. Commodities and 
services that are consumed in a single use do not as a rule 
fall into this class. If a desire for bread or beer or doctor’s 
services or railway travel existing now is not satisfied, that 
fact does not cause any greater desire for these things to 
exist in the future than would have existed if it had been 
satisfied. Some goods and services, indeed, even of an 
immediately consumable kind, are subject to demands which can 
l»e postponed. For example, a man may wish to do the Grand 
Tour once in his lifetime; if he cannot do it this year, he 
will desire to do it next year. But much the most important 
things for which the demand can be postponed are durable 
goods, such as boots, clothes, pianos, machinery and houses. 
The desire for these things is based upon an expectation of 
services to be rendered by them through a considerable period. 
Suppose, for example, that a bicycle has a normal life of seven 
years and that I desire to purchase one now. If I succeed in 
doing this, I shall have no desire to repeat my purchase next 
year ; but, if I fail, the effect of failure will be to carry over 

^ Siport Soyal Gmmietion on Qu Poor Jaw, p. 1185, footnote. 
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to next year a demand at least six-sevenths as intense as 
my present demand. In all industries which make commodi- 
ties of this class, the check, which the prohibition of over- 
time puts upon work in boom periods, is partially cancell^ by 
a stimulus to work in subsequent periods of depression. Ag linst 
these considerations it is, indeed, necessary to set one upon 
the other side. If overtime is prohibited, employers may find 
it to their interest to attach to themselves, through the differ 
of higher wages, a larger reserve of workpeople than they woijild 
otherwise have thought necessary. For, the more extensive 
this reserve is, the less likely it is that inability to work over- 
time will prevent them from fulfilling orders that they would 
like to fulfil.^ When, however, the reserve is large, the 
workmen comprising the fringe of it are only actually em- 
ployed during boom periods ; in moderate and bad times they 
are attached in idleness to the industry which commands their 
services, instead of being employed, as they might otherwise have 
been, in some different industry. In so far as this hajipens, 
restriction of overtime leaves the amount of work done in the 
industry directly affected substantially unaltered both in boom 
periods and in depression periods, but makes the amount of 
work done throughout the whole body of industries smaller 
than it would otherwise have been in both sorts of period. This 
form of reaction is specially liable to be set up in industries 
where casual methods of engaging workpeople prevail. When 
it is threatened and cannot be, or is not, successfully resisted, 
the case in favour of close restrictions upon overtime is so 
far weakened. 

1 This point is illustrated indirectly by the small amount of overtime found 
among women workers, as compared with men workers, in the bespoke tailoring 
trade. The men are skilled hands whose number cannot easily be supple- 
mented. But the women are unskilled hands, and '* the readily available 
reserve of semi-skilled wives and daughters, who may at any time be pressed 
into work, tmds to relieve the seasonal pressure upon the lees skilled, or women's 
section of the trade " (Webb, Seamal Trade$, p, 87). 
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THE METHODS OF INDUSTRIAL REMUNERATION 

§ 1. An influence, less important, indeed, than the hours of 
labour, but still very important, is exercised upon tfie national 
dividend and, through it, upon economic welfare, by the 
methods of industrial remuneration. Whatever methods are 
adopted in any industry, the general tendency of economic 
forces will be to cause the wages offered for each class of 
workpeople to approximate, subject to qualifications which are 
not here relevant, to the value of the marginal social net product 
of that class. At first sight it might seem that, if this be so, 
things must work out in the same way whatever method of 
remuneration is in vogue. But the truth is otherwise. For, 
though under all systems a man will be paid over a year the 
worth of his work during the year, under some systems it will 
be to his interest to do more work, and so to have a larger 
worth, than under others. Thus payment may be made 
independently of the results achieved by the worker at any 
moment, being adjusted only to what experience shows he 
may be expected, under that method of remuneration, to 
achieve on the average ; or it may be adjusted to results, not 
merely on the average, but continuously and in detail; or 
some compromise between these plans may be adopted. 
Broadly speaking, the worker’s output will be larger, the 
more nearly the method of remuneration in vogue adjusts 
payments to individual results. This, no doubt, is not true 
invariably. There are certain sorts of work where interest 
in the work itself, or interest in the use to which it 
will be put, induces people to work as hard as they can 
without reference to the mode in which payment for their 

47S 
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services is made. This is probably true of most work of 
original artistic creation, of the higher administrative 
work of the civil service and even of some kinds of private 
business. In these occupations the national dividend will be 
none the worse if a fixed salary by the year, or a fixed wage 
by the hour, is paid without any reference to what the 
worker actually accomplishes in any particular period, 'there 
is even an opening, if the jobs are sufiiciently stabilp to 
make a high degree of mobility unnecessary, for t>ay- 
ment by a life salary with yearly increments, adjusted 
not so much to presumed changes in the value of the 
employee’s work as to presumed changes in his domestic 
status, and, therefore, in his needs. Most of the tasks, 
however, that ordinary manual workers have to perform, are 
routine tasks, and — owing to the division of laliour — are so 
remotely connected with any finished product that interest in 
them sufficient to evoke continuous, spontaneous and dis- 
interested effort can hardly be expected. Even here, no 
doubt, some men will be found, whom an ardour for excellence 
for its own sake or a stem sense of public duty will cause to 
exert themselves to the utmost without reference to expecta- 
tions of reward; and the prospect that this will happen is 
specially favourable where systems of Labour Copartnership 
have succeeded in evoking in the workpeople a feeling of 
proprietorship in, and patriotism towards, the concern in which 
they are employed. From the main body of ordinary work- 
people engaged in manual occupations this, however, is not at 
present to be looked for. The amount of work they will do 
in any hour, week or year will be greater if the payment 
made to them does, than it will be if it does not, vary as this 
amount varies. The national dividend will be larger the 
more nearly each increment of effort on the part of any 
individual worker is rewarded by a payment equal to the 
value of the difference which that increment of effort makes 
to the total product ; and any enlargement of the dividend 
brought about by improved adjustment in this matter will, 
'prima facie, carry with it an increase in economic welfare.* 
This does not, of course, imply that the pay should 

* Bttt of. fo$t, I It. 
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be equal to the value of a man’s output as ordinarily 
understood ; for this output is in part due to machinery and 
equipment, which, if not engaged in assisting him, would have 
helped to increase the output of other workpeople. Nor does 
it even mean that the pay should be exactly proportioned 
to the value of a man’s output so understood. In a factory 
— though not, of course, tgnong home-workers — when a man 
works slowly he " occupies ” the employer’s machine or 
work-space for a longer period in producing a given quantity 
of output than he does when working fast ; and so estops 
the machinery or work-space from being used by others. 
Hence, for a complete adjustment between wages and the 
value of marginal net product, we should need a payment 
that varied, not proportionately, but progressively, with the 
quantity of a man’s output; and this point becomes- more 
important the greater is the value of the plant in a factory 
relatively to the wages bill.* This, however, is a secondary 
matter. Subject to it, it is plain, from the present point of 
view, that pay should be proportioned (in a ratio calculable, 
and different in different occupations) to output as ordinarily 
understood. In other words, it should correspond for any 
worker, with the results, conditions remaining constant, 
actually achieved by him. 

§ 2. In order to construct a wage system of this kind, 
under which a man’s pay is based directly and immediately 
on his output, we must have some means of ascertaining, with 
greater or less accuracy, how large that output from time to 
time actually is. In the way of this there are a number of 
obstacles, the importance of which varies in different occupa- 
tions. The first, though not the principal, of these is that 
a workman's output, when strictly interpreted, may include 
other elements in addition to the physical product that his 
labour, in conjunction with the machinery entrusted to him, 

' This consideration is sometimes nsed as an argument against {laying equal 
liiooe-ratos to women engaged in the same o])erations as men. In certain 
•iugineering operations, for example, employers have claimed that women, being 
slower workers than men, involve much higher proportionate overhead charges 
of the War GaMnel CommiUe* m Women in Industry, p. 84). Plainly, 
however, reasoning of this type points to a lower piece-rate for all slow w'orkeis, 
whether male or female, than for fast workers, not to a lower pieoc-rate for 
Women as sneh than to men as snch. 
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brings to birth. For, as Jevons long ago observed ; “ In every 
works there are a thousand opportunities where the workman 
can either benefit or injure the establishment, and, could he 
really be made to feel his interests identical with those of 
his employers, there can be no doubt that the profits’, of the 
trsule could be greatly increased in many cases.”* j^mong 
these additional elements perhaps the most important aie the 
suggestions which a workman may be able to offer for more 
effective or more economical methods of work, and the con- 
tribution which he may make by his influence towards a spirit 
of harmony and good-fellowship in the shop. These elements 
can, indeed, be taken account of in a rough general way, and 
money rewards designed to induce workpeople to provide them 
can be offered; but anything in the nature of approximate 
measurement of their value is obviously impossible.* 

§ 3. The second difficulty is that the physical output 
for which an individual workman is responsible is liable to 
vary, not only in quantity, but also in quality. Ability to 
measure its quantity is, therefore, not sufficient, unless 
workmen can be prevented from making output larger at the 
expense of making it worse. In some circumstances this 
can be done by means of carefully thought-out schemes of 
inspection and supervision. Mechanical gauges can also 
be made use of in certain types of work. It has been said 
that “in the munition industry, where accuracy is of such 
vital importance, quite as many employees are engaged in 
gauging the output as will be actually producing it, and every 
single unit of output — not merely samples — will be subjected 
to the process." * These devices, however, cannot be effectively 

' Jevons, Methods of Social JUf&rm, p. 128. 

^ Arrangexnonts are frequently made by progressive firma, both in America 
and in this country, for enabling workmen to submit auggestione that occur to 
them to the higher ofiiciala of the buaineaa, without the interrentioxi of over»eer« 
and foremen, who might be actuated by motives of jealousy towards them ; and 
for rewarding with prizes and premiums suoli suggestions as it is decided to 
adopt. (Cf* Gilman, Dividend to Labour^ p. 280 ; Rowntree, Industrial 
Betterment^ p. 81, and Meakin, Model Faetories and Villages^ p. 822.) In 
Van Marken's establishment a premium is given for ''evidences of good- 
fellowship and co-operation, thus encouraging those whose behaviour conduces 
to the smooth working of the concern (Meakin, M(del Factories md Villages^ 
p. 815). 

* Sargant Florence, Use of Fadory Statistics in tks Investigation gf Industrial 
Fatigue, p. 72. 
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applied either to work that has to be done by workmen 
acting in scattered places or to work the results of which — 
as in plumbing and sewer-making — are speedily covered up. 
In these types of work, since defects of quality threaten serious 
injury to health, it is generally thought better to refrain from 
any attempt at making the wage-payment depend on the 
quantity of output. , 

§ 4. Even where a proper standard of quality can be 
enforced and the danger of injurious reactions on quality 
eliminated, to measure the quantity of output by itself is 
often difficult. It is especially so when the work consists of 
general surveillance and attention, rather than of specific 
mechanical operations. The work done by seamen, telegraph 
and telephone operators, carmen and railway signalmen 
is of this kind. So also is much agricultural work. Thus 
M. Besse writes: “Ttie essence of measurable things is 
their homogeneity, their identity with themselves. Harvest- 
ing and the weeding of roots, for example, allow of piece- 
wages, because the work remains the same for days and weeks, 
and, in order to measure its efficiency, all that is needed is to 
count the sheaves amassed or to calculate the surface weeded. 
The greater part of the work of cultivation is similar. But, 
on the other hand, the task of men who look after and 
manage animals varies from hour to hour of the day and 
begins again every morning in such wise that no summary 
or addition of it is possible. It consists of watching the 
pasture lands, grooming the animals, cleaning the stables, and 
so on, all operations complex in themselves, admitting of no 
common measure, needing to be done in a limited time and 
at a fixed hour, and often of such a kind that nothing would 
be gained by any extra stimulus to exertion. This is why 
piece-wages, very widespread in arable districts like the east 
and south-east of England, are so rare in the districts 
devoted to stock-raising.’*' In mechanical work the total 
product of a body of men is, in general, fairly definite and 
measurable. But even here it is sometimes very difficult 
to distinguish and measure separately the contribution that 
is made to it by separate individuals. This difficulty is 

* La OtiH «t reoolutiim ia Vagriadtwr* AnglOerra, pp. 99-100. 
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prominent in the work done by gangs of harvesters or navvies. 
It is also of some slight importance in that of shop-assistants, 
for it is the business of these people, not merely to serve 
customers, but also, when they are themselves engcjged, to 
hand them over tactfully to some other assistant. \ 

§ 5. Let us now suppose that we have to deal with occu- 
pations in which this difficulty .has been, in some degree, 
overcome, so that a rough measure, or estimate, oif the 
individual worker’s contribution, as he works from d^y to 
day or week to week, can be made. It is required so to 
arrange things that pay is adjusted to this measure. To 
some extent — a more considerable extent than is often supposed 
— this can be, and is, done under ordinary systems of time- 
wages. Though it is not practicable to vary a man’s time- 
wage from day to day or week to week with variations in 
his accomplishment, nevertheless, it is often possible so to 
arrange things that a man may reasonably expect higher 
rates on the whole as a reward for better work. Moreover, 
when there is no chance of this, he is almost certain to 
improve his prospects of being kept at work in bad times 
and of promotion to a better-paid post.'' 

§ 6. Plainly, however, a very much closer adjustment can 
be made by resort to the method of piece- wages. Under this 
plan workmen, working in given conditions and with given 
machinery, are paid exactly in proportion to their physical 
output. Of course it is recognised " that, if a manufacturer 
contributes anything directly toward reduction in the time by 
supplying an improved machine, or improved jigs or fixtures, 
or high-speed steel cutting tools, where previously carbon steel 
tools had been used at the original setting of the time, that 
then it would be perfectly proper and fair to lower the time 
set,” — which means, in effect, to lower the piece-rate. If this 
were not done, the benefit of improvement made in any industry 
would be seised by the particular workers engaged there — and 
they, in ordar to keep it, would have to form themselves into a 
close ring and exclude new-comers — instead of being spread, as 
normally it should be, over the general body of the purchasing 
public. In given conditions, however, under simple piece-wages 
^ or. pMt, Chapter XV. f 3. 
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a workman is paid,/rom the standpoiiU of (he moment, in direct 
proportion to his output, the actual amount of the pay per 
unit of service being approximately equal to the (marginal) 
value of his services in assisting the machinery to make 
this output.* It is true, as was indicated at the end of § 1, 
that the adjustment is not exact. Even under piece-wages 
greater efforts are not rewarded directly in full proportion to 
their worth. Nevertheless, when account is taken of the fact 
that, on this system as well as on the time-wage system, 
the better a man works the more secure he is of regular 
employment, it may fairly be said that adjustment is 
nearly exact. Consequently, it would seem at first sight 
that this is the system under which, apart from possible 
overstrain to the workpeople, to be referred to presently, and 
provided that the level of the rate is properly adjusted, the 
largMt practicable output is bound to be obtained.® The 
system has been for a long time established and has oper- 
ated with great success in this country in coal-mining, the 
textile industries, the boot and shoe industry and a number 
of others. 

§ 7. Experience has shown, however, that over a wide 
range of industries piece-wages have been a failure. "When 
a piece-rate has been introduced, and, under its infiuence, the 
workers have increased their output, employers, thinking that 
some men were now earning too much money, have sometimes 
" cut ” or " nibbled " the rate. The workers, perceiving this, 
realise that extra effort on their part is likely to involve, not 
only an immediate increase of earnings, but also a subsequent 

* Of course, this statement does not hold good of “ collective piece-wages," 
where each man's pay depends upon the output of the whole group of whidi he 
forma a part. When the group is very small, some inducement to exertion is 
offered by this form of piece-wage, but, when the group is large, practioally none. 

* It may be noted that, if piece-wages were substituted for time-wages 
throughout industry generally, with the result that a large increase of effort was 
put out by workpeople, the value per unit of workpeople’s effort would by that 
fact be slightly depreciated, and, therefore, the payment for a given effort and 
output would have to be slightly less than before. Thus, if under time-wages 
at Is. an hour two pieces had normally been produced, so that 6d. was paid for 
sach, under a general system of piece-wages the basis of adjustment would have 
to be slighUy less than 8d. per piece, ^on, however, a change from time to 
piece-wages is aooomplished in one industry only, the effect in ^is direction 
(after the distribution of workpeople among different industries has been 
adjusted) will, in general, be very smi^. 
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reduction of the piece-rate, the effect of which will be to make 
it impossible for them to earn their original wage without 
working harder than before. To prevent this they tend, 
whether by formal agreement or otherwise, deliberajtely to 
limit their output, so that very little, if any, advantage is 
secured for the national dividend as against the output\ under 
time-wages. „ 

§ 8. The apparently obvious solution of this difficulty, 
namely, that employers should rigidly abstain from rate- 
cutting in any circumstances, has occasionally been adopted. 
Thus, in the United States, “in the spring of 1902, the 
Moulders officially agreed with the Employers’ Defence Asso- 
ciation that no limit (of output) should be observed in the 
stone-moulding branch, in view of the agreement that the 
earnings of the individual moulders should not be considered 
in adjusting prices of work.”^ Apart, however, from the 
fear of indirect cutting by slight alterations in the nature 
of a job and large accompanying alterations in the rate, 
which would enable unscrupulous employers to get round this 
kind of guarantee in a dishonourable way, the extreme difficulty 
of ensuring that rates are fixed reasonably in the first instance 
will make even the best employers hesitate to give sucli a 
guarantee. For, as a result of it, they might find themselves 
bound for a long time to pay four or five times as much for a 
piece of work as they could get the work done for in a free 
market. Some of them have, therefore, taken the line that, if 
there is to be an effective guarantee against “ nibbling,” they 
must be insured i^ainst the guarantee costing them too much. 
This is the origin of the various methods of remuneration 
embraced under the general title of premium plane. The 
essential characteristic of these is that the increases of wage, 
which correspond to increases of output above the standard, are 
proportionately smaller than these increases of output, but that, 
in compensation for this, the workpeople — in theory at least — 
are guaranteed against any cutting or nibbling of the rate, so 
long as the existing methods of production are maintained. 
The precise relation between tlie amount of the premium and 
the amount of increases of output above the standard varies 
* KoOabe, The Standard Rate in Avurkaa Trade Vnione, pp. 224-4. 
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with different systems. Under the plan known as the Halsey 
plan, for every 1 per cent increase of output above the 
standard output the wage rises above the standard wage by 
a constant fraction of 1 per cent : under the equally well- 
known Bowan plan, it rises by a constantly diminishing 
fraction of 1 per cent.^ The advocates of these plans maintain 
that the low rate of the premium, as compared with that 
ruling under simple piece-wages, which is offered under them, 
and the consequent limitation of the employers’ liability, 
make it possible for a really effective guarantee to be given 
agmst any nibbling of the rate, and that, therefore, on the 
whole, the adjustment of remuneration to output is closer 
than it would be under simple piece-wages. There is, indeed, 
considerable difficulty in the emplo 3 mient of premium plans 
except in workshops where all the workpeople are of more 
or less similar capacity. For, if their capacities are widely 
different, a strong man, who produces half as much again as 
a weak man, is paid much less than half as much again in 
wages; and, in these circumstances, friction can hardly fail 
to result. But, when, for technical reasons, the differences 
of output between individuals cannot be great, this difficulty 
does not arise, and it is claimed that premium plans should 
prove an effective means of stimulating production.* 

* These plans can conveniently be represented by the following formulae, 
which are convertible into those printed by Schioss in the Jmmal of the Moyal 
Economic ABsociution for December 1915. 

Let W be the standard wage, P the standard output, w the actual wage 
earned by a workman, and p the actual output of that workman ; 

Then the general formula for the Halsey plan is 

when n is any integer. In the particular variety of this plan employed in Mr. 
Halsey*s works, n has the numerical value 2. The general formula of the 
Rowan plan is 

to* » W’^l /(p) j whan f{p) is negative. 

In the particular variety of riiia plan employed in the Rowan works is 
given the value — : and the maxiiDum value to which v> cau attain ia, theie> 

p 

fore, 2W. In England, but not in Germany, plans of this type are usually 
Associated with the guarantee of a minimum time-wage irrespective of output ; 
that is to say, when p ls<P, the fornwla is not applied, but the standard 
w«ge W ii paid. 

* Of. C^pman, Work and Wnm* it pp. 184-5. 
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§ 9. Now, it is quite possible that, if workpeople can be got 
to regard them as fair, and to trust the guarantee against 
cutting, these plans will be more effective than piece-wages 
under which cuts are feared. As a matter of fact, fa|owever, 
thej are not fair. When a workman, other thing^ being 
equal, doubles his output, he contributes, owing to his shorter 
occupation of machinery for a given product, rather^ more 
than twice as much as before to his employer’s service. \ For 
the employer to give him, as under all premium plans h^ will 
do, considerably less than twice his former pay, is, and, when 
the position is realised, is felt to be, exploitation. Nor is 
it an adequate reply that the prospect of retaining a part of 
the resulting gain stimulates the employer to provide a number 
of conveniences and aids — ^“additional facilities, small tools, 
more power, improved lighting, better organisation, etc.f^ — 
which are themselves partly responsible for the worker’s extra 
output. These things may or may not be provided. If they 
are provided, the rate should be adjusted to allow for them. 
But premium plans do not give any pledge that this will be 
done ; they ensure that, even when conditions are absolutely 
unchanged and the whole additional output is due to the 
worker’s effort, a doubled output shall mean much less than 
a doubled wage. This unfairness is bound sooner or later to 
be perceived, and, when it is perceived, the resentment which the 
worker will naturally feel at it is likely to drive down the out- 
put and nullify any good effect the plan may at first have had 
upon the national dividend. In any event, the only advantage 
that premium plans can claim over piece- wages is that they make 
possible effective guarantees against cuta Clearly, therefore, 
they must be inferior to a piece-rate system so organised that the 
cut difficulty is overcoma The real problem is, not to evade 
the task of devising such a system, as premium plans substan- 
tially do, but to confront that task in those industries in which 
it is still formidable, and to overcome it there, as it has already 
been overcome in the textile industries and in coal-mining. 

§ 10, The cutting or nibbling of rates may be attempted 
by an employer either quite honestly, when experience has 
shown that a particular rate was fixed too high relatively 
* Bowan Thoxoaou, Th$ Rowan Pnmiwm Sonm Sf/Rmn, p. It. 
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to rates generally, or dishonestly in pure exploitation, in 
an attempt to pay the workpeople less than their marginal 
worth. It is plain that the first sort of cutting ought, in any 
satisfactory system, to be provided for, just as provision should 
also be made for raising rates which have accidentally been set 
too low. Elaborate precautions should be taken to ensure that 
both these sorts of error qpcur very rarely, but, when they do 
occur, machinery for correcting them should be available. If 
the machinery is regarded with confidence by the workpeople, 
the fear of this class of cut will do little harm. Exploitation 
cuts, on the other hand, must be absolutely prevented. With 
piece-wages settled by individual bargaining between separate 
wage-earners and their employers, neither of these things can 
be done. Furthermore, when a bad employer, under this 
arrangement, succeeds in “nibbling” the rate, his success 
makes it difficult for his competitors to refrain from following 
his example, and is apt, therefore, to start a cumulative 
movement. But it is not necessary that piece-rates should 
be fixed by individual bargaining. In this fact the solution 
of the problem may be found. For collective bargaining 
furnishes a guarantee against the kind of nibbling which 
is really exploitation, and also makes it easy to provide 
machinery — whether joint-committees or jointly appointed 
rate-fixers — to adjust particular rates, in the original fixing 
of which a mistake has been made. In this connection it is 
interesting to note that the rapid extension of piece-work 
in the engineering trade, which took place during the war 
— ^it was, no doubt, facilitated by the greater uniformity of 
products which was required — “led to a great variety of 
forms of collective bargaining. In some establishnients a new 
piece-price is submitted to the Works Committee before it 
is discussed with the individual workman. In others an 
Appeals Committee has been instituted to consider and bring 
forward complaints against piece-prices or premium bonus 
times fixed by the management. In others again . . . 
prices have been discussed, not with the individual workman, 
but with the workman and two or three of his mates on 
similar work." * These collective bargains within particular 
* M^fori m Wvrkt CmmUUtt, ISIS, p. 11, 
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works are, of course, not made in the air. They aim at such 
an adjustment of rates to the peculiar conditions of the works 
as will bring them into line with the standard conditions 
established for the industry as a whole by collective bargaining 
between representative associations of employers and employed.^ 
In industries, such as textiles, coal-mining and the bocl(i and 
shoe industry, where piece-wages ^ave been successful and 
willingly accepted by the workpeople, they have always \been 
associated with collective bargaining. Where there has been 
difficulty and opposition, as in engineering, woodworking and 
building, the real reason has been that subtle differences of 
quality and detail and great differences in the amount and kind 
of machinery in use in different shops have made anything like 
uniform piece -rates unsuitable, and so have stood in the 
way of successful collective bargaining. In these circumstances 
the supersession of time-wages by piece-wages would often have 
meant the surrender of collective bargeduing in favour of 
rates really fixed by the arbitrary decision of employers 
or their representatives dealing with isolated workmen. 
In order that the piece-wage system, and the benefit to pro- 
duction which it carries with it, may win further ground, 
what is required is to develop in these more ddfiicult 
industries an adequate machinery for subordinating piece- 
wages, as they are subordinated in the textile industry, to 
the full control of collective bargaining.* 

' Cf. Eejmton Works CommiUus^ 1918, pp, 87*8. 

* For an excellent dtscuasion of this subject cf. Webb, Tlu Works Manager 
To-day, chap. vi. ; also D. H. Cole, The Faym^ of Wages, pa^m. There u* 
some evidence that ** in Germany the strong antagonism to piece-work shown 
by organised labour in the early days of the German Ecpublic is being displaced 
by a tendency to welcome its introduction, even in industries such a» atone* 
cutting and the metal trades, in which it was formerly eitlier quite excluded 
or bitterly opposed. According to the JReichs- JrbeUsblaity this change of 
attitude is to be attributed, in the main, to the fact that the workers (under 
Article 165 of the German Federal Constitution) co-operate, on equal terms 
with the employers, in the regulation of wages conditions ; and that Section 78 
of the Works Council Act of 1920 specifically grants to the Workers' Council 
(or the Works Council, as the ease may be) the right to supervise the applies* 
tion of collective agreements, or, where these do not exist, to co-operate with 
the employer in the fixing of piece^rates or the bases thereof. Similar 
provisions have been inserted in a large number of collective agreements. 
Thus the workers have both a statutory and, in many cases, a contractual 
guaran^ that a piece-work system accepted by them shall not be applied iu 
a one sided fashion in favour of the employer, but that the proceeds of any 
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§ 11. A word must here be said about a method of 
wage payment, different from both time-wages and piece- 
wages, which has been associated with some developments 
“ of scientific management ” under the name of task- wages. 
The essence of this method, of which there are several different 
forms, is as follows. Experiments are set on foot to ascertain 
how large an output a first-tclass workman, working under given 
conditions and exerting himself to his full capacity without 
overstrain, can produce in a given time. The output thus 
ascertained then becomes the standard task. The workpeople 
are so selected and trained that all those employed in establish- 
ments operating the system are first-class workmen — it would 
serve equally well if they were of any other class, provided all 
were similar — from the standpoint of the operations to be 
performed there ; and the wage system is adjusted in such a 
way that they earn very much better pay if they succeed 
in accomplishing the standard task than if they fail to do 
this.* The method has been described thus : " Under 
this system each man has his work assigned to him in the 
form of a task to be done by a prescribed method, with 
definite appliances, and to be completed within a certain tima 
The task is based on a detailed investigation by a trained 
expert of the best method of doing the work ; and the task 
setter, or his assistant, acts as an instructor to teach the 
workmen to do the work in the manner and time specified. 
If the work is done within the time allowed by the expert 
and is up to the standard for quality, the workman receives 
extra compensation (usually 20 to 60 per cent of the time 
allowed) in addition to his day’s pay. If it is not done in the 
time set, or is not up to the standard for quality, the 
workman receives his day’s pay only.”* Under the Gannt 

increased ontpat shall be shared by thorn also*' (Labow Gazette, NoTomber 
1922, p. 440). 

* It should be noted that, in efTeot, a tbij stringent form of this method 
i* employed as regards the number of hours during which worki>eople work per 
day ; for, if a man is not willing to work the regular factory day, he will not be 
employed at all and will get no wages. The reason for this is, of course, to be 
found in teohuieal considerations of factory management To have different 
men working in a futory different numbers of hours per day would be a much 
more serious InoonTenienee t^ to have them working with different intensities 
ef effort s Going, PHeuiplee ef Jndwsfnof Enginteritig, pi. 136. 
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variety of the method ordinary time-wages are paid plus a 
large bonus to those who perform the standard task: imder 
the Taylor variety ordinary piece- wages are paid, but the rate 
of piece-wages is abruptly raised by a large amount when the 
standard task is attained. \ 

§ 12. Hitherto, when this plan has been employed in the 
United States, the standard has been fixed by the empmyers 
without resort to collective bargaining. When workjipople 
are prepared to allow this, and when employers are reasonable 
and liberal, there may, no doubt, be good results. But there 
is an obvious danger that unscrupulous employers may use 
their power to fix the standard as a means of exploitation ; ^ 
and it is certain that in Great Britain, where trade unions are 
strong, the workpeople would never consent to place this power 
in their hands. If the standard was fixed by collective 
bargaining, so that the workpeople were prepared to accept 
it, and was fixed right, the best result possible would be 
only equal to that given by a smoothly-working piece-wage 
system ; and, for a result as good as that to be achieved, it would 
be necessary that all the workpeople to whom any standard was 
applied should be exactly equal in capacity and temperament. 
Unless this impossible condition is fulfilled, adjustment under 
the task- wage system is bound to be less perfect than under a 
properly arranged piece-wage plan. On the whole, therefore, 

* Certain investigations into the effect of the Taylor system upon some 
women employed under it do not suggest that this evil possibility has been 
realised in fact {Quarterly JtnanuU of Bcorwmice^ 1914, p. 549). But Mr. 
Hoxie {ScuTdific Management and Labour, pp. *-44 et seq.) is less optimistic 
upon this f)olnt. He writes : As a matter of fact, time study for task 
setting is found in scientiho management shops in all its possible variations, 
both with reference to methods and results. In some the highest standards are 
maintained in regard to all the factors enumerated — all or a large proportion of 
the workers are timed, the largest practicable number of readings is made, cordial 
relations are established between the time study man and the workers, and the 
latter are cautioned against speeding up when being timed, and, if doubt remains, 
the allowances are purposely made large to cover possible errors* Liberality 
of the task is the keynote. In other shops the maximum task is just as surely 
sought, and the method is warped to this’ end. The swiftest men are selected 
for timing, they work under special inducements or fear, two or three readings 
suffice, allowances are di.«iregai^ed or cut to a minimum. The task of 100 per 
cent efficiency is to all intents and purposes arbitrarily fixed, sometimes 
practically before the time study, at what it is judged the workers can be forced 
to do. The main use of the time study is to prove to the workers that the task 

can be done in the time allowed ** (foe. eU. p. 5fi). 
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gince it is difficult to imagine circumstances in which it would 
be practicable to set tasks rightly but not practicable to 
arrange simple piece-wages, there is little to be said for 
introducing the task-wage system into this country. 

§ 13. The practical conclusion, to which the reasoning of 
this chapter has tended, is that the interest of the national 
dividend, and, through that, of economic welfare, will be best 
promoted when immediate reward is adjusted as closely as 
possible to immediate results, and that this can, in general, 
be done most effectively by piece-wage scales controlled by 
collective bargaining. It is possible to urge against this 
conclusion that the large immediate output, which work- 
people produce under the piece-wage system, is obtained 
at the cost of exertions which wear them out prematurely 
and so damage their efficiency and output in the long run. If 
these charges were true, the advantage I have claimed for 
piece-wages would be proved to be, in part at least, illusory. 
It must be admitted tW, when a piece-wage system is first 
introduced among workpeople not hitherto accustomed to it, 
it sometimes leads to a spurt of energy that could not be 
maintained for long without bad results. But experience 
does not show that it promotes overstrain, when once the 
men who have been brought under it have become, as it were, 
acclimatised to the new conditions. Moreover, it has to be 
remembered that greater intensity of work often means more 
thought, care and inter^t — which do not imply extra wear 
and tear — rather than greater muscular or nervous effort.^ 
Little weight, therefore, need be assigned to this objection, and 
the conclusions set out above may be taken to hold good, 

‘ Thus Mr. Cadbury writee of piece-wages : " If properly trained, the worker 
will try to find the quickest method of work, and the one inTolring the least 
strain ; and it has been found that, when a piece-rate has been fixed where 
previously there had been a time-basis, the output has doubled without any 
undue strain on the part of the worker, largely as the result of adopting better 
methods. This especially applies to hand {nooesses " {Eig>trimetU$ in InduUrinl 
Orgmiiation, p. 142 ). 



CHAPTER IX 


THK DISTKIBUTION OF LABOUR AMONG OCCUPATIONS 
AND PLACES 

§ 1. The subject-matter of this Chapter is the distribution 
of labour among different occupations and places. The supply 
of labour of various grades is taken as given; problems 
connected with the distribution of capital in the nurture 
and training of different persons, and so with the distri- 
bution of persons into different grades, being postponed 
to Chapter IX. of Part IV. The analysis of the preceding 
Part showed that, if the national dividend is to stand 
absolutely at its maximum, the values of the marginal 
social net products of every form of resource in all uses must 
be equal. It showed, farther, that in many occupations 
marginal social net product differs from marginal private 
net product. Hence the maximisation of the national 
dividend does not require that the values of marginal private 
net products shall be equal in all uses. On the contraiy, 
such a condition of universal equality is incompatible with 
maximisation. In spite of tliis, however, our argument 
showed that any departure from equality at any point, 
brought about otherwise than with the deliberate design of 
improving the dividend, is likely to indicate a lapse on the part 
of the dividend below the level at which it might have stood. 
This general result is applicable to labour. Any failure from 
equality in the vdues of the marginal private net products 
of labour of any grade — values that are always equivalent to 
the demand prices, and generally equivalent to the wages paid 
per efficiency unit, at different points — frobcMy indicate a 
distribution of labour between different points other than 

4S8 
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the distribution most favourable to the national dividend. 
In general, therefore, causes of failure from equality 
in the demand prices and wage-rates of labour of given 
quality at different points are also causes of injury to 
the national dividend. These causes may be divided into 
three broad groups — ignorance or imperfect knowledge, costs 
of movement, and restrictions imposed upon movement from 
outside. 

§ 2. One important qualification has, however, to be made 
to this generalisation. To some occupations and places 
disadvantages or advantages, not included in wage-rates, are 
attached, that are not common to all occupations and places. 
Thus in some occupations work has to be carried on in 
exceptionally unpleasant surroundings, in darkness and dirt 
or under a sense of social opprobrium — e.y. the work of the 
hangman. Some occupations again are exceptionally danger- 
ous, unhealthy or subject to long bouts of unemployment. 
Some exhaust a man’s strength and vitality after a few years, 
while others can be pursued easily to an advanced ^e. As 
between different places, in some house rent or other elements 
in the cost of living are higher than in others; in some 
climatic conditions are superior; in some there are more 
social amenities available than in others. In so far as these 
various incidental advantages and disadvantages of different 
occupations and places are fully realised and taken into 
account by those entering into employment, they will modify 
distribution in exactly the same way as occupational and 
local variations in wage-rates would do. Workpeople will 
be distributed to the occupations and places with smaller 
incidental advantages in less numbers and to the other 
occupations in greater numbers than they would be if these 
incidental advantages were everywhere equal : in such wise 
that the value of their several marginal net products — and 
so, in general, their wage-rates—— tend not to be equal, but 
to differ by the value of the differences in the associated 
incidental advantages and disadvantages. Given the facts as 
to these discrepant incidental advants^es and disadvantages, 
the national dividend is not injured, on the contrary it 
is augmented, by a distribution of workpeople involving 
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departures of the types just described from equality in the 
values of manual net products. When the incidental 
advantages and disadvantages can be brought easily into 
contact with a money measure this proposition is obyious. 
When they consist of such things as social amenitiefij, the 
greater pleasantness of work in a clean than in a dirty ]^ce, 
and so on, it is necessary to stretch somewhat our fomal 
definition of the national dividend in order to make \ the 
proposition true. Since, however, the national dividend is 
only of interest to us as a medium through which economic 
welfare is afifected, we need not hesitate to carry out this 
stretching ; for plainly failures from equality in the values of 
maiginal net products of the kind here considered are, or 
rather the distribution of labour that implies them is, 
advantageous to the sum of economic welfare. 

§ 3. From what has been said it follows at once that, 
when the incidental advantages and disadvantages attaching 
to different occupations and places are not fully realised and 
taken into account by workpeople entering employment, this 
fact causes labour to be distributed in a way that makes the 
values of marginal net products more nearly equal than in the 
interest of the national dividend they ought to be. Now 
there can be little doubt that wage-earners as a body under- 
estimate the disadvantages of dangerous, unhealthy and fluc- 
tuating trades, as against safe, wholesome and steady trades ; 
on the other hand, they over-estimate the advantages of trades 
which yield a large immediate wage with little training of 
capacities, as against trades which yield a smaller immediate 
wage and more training. Both these forms of wrong estimate 
arise, in the mmn, out of a common cause, namely, the fact 
that people can grasp more easily the obvious, which forces 
itself into the field of vision, than the more remote, which 
has to be dragged there. The wage rate that is paid 
anywhere is obvious in this sense; but the chances of 
accident or unemployment, and the prospect of future gains 
through enhanced industrial capacity, cannot be fully realised 
without inquiry and a deliberate act of attention. Further- 
more, the exaggerated view which workmen hold of the 
advantages of dangerous, unhealthy and fluctuating industoies — 
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the problem of training versus non -training occupations is 
deferred for separate treatment in Part IV. — is enhanced by 
the subconscious sentiment inherent in most men that they 
{^rsonally are somehow superior to the " average ” man 
situated similarly to themselves. They do not need that 
machinery should be fenced ; their constitution is not so 
feeble that deficiencies of (light, air and sanitation in their 
place of work will injure them ; they are not the sort of 
men who will lose their job in bad times. In short, workpeople 
are endowed, in Adam Smith's phrase, with “that natural 
confidence which every man has, more or less, not only in 
his own abilities, but in his own good fortune.” This personal 
optimism towards the facts on the part of the persons directly 
concerned intensifies the maladjustment due to the difficulty, 
which they and their parents alike experience, of learning 
fully what the facts are. So far as false judgments in these 
matters prevail, labour is pressed into dangerous, unhealthy 
and fluctuating trades, till the value of its marginal net 
product there falls short of what it ought to be by the 
excess of the imagined advantage, which the false judgments 
attribute to these trades over their actual advantage ; and, so 
far as the false judgments are corrected, the maladjustment 
in the values of marginal net products is correspondingly 
reduced. Against these definite false judgments specific 
measures of correction can be applied. Such specific measures 
are provided in Workmen’s Compensation Acts and in State 
coercion towards insurance, to be financed separately by the 
several industries, against industrial accidents, industrial 
diseases (including the premature general wearing out of a 
man's strength by continued overstrain) and unemployment, 
in industries which are more dangerous, unwholesome and 
fluctuating than the industry least unfavourably situated in 
these respects. In one form or another, these devices exhibit 
the remote and unobvious chances of injury, illness or un* 
employment in the obvious shape of reductions in wi^es or 
immediate payments out of wages. They thus tend to lessen 
the proportion of people who enter dangerous, unwholesome and 
fluctuating trades, and so to make the value of the mai^al 
net product of labour in these trades less nearly equal, 
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indeed, to the value of the marginal net product oi labour 
in general, but more nearly equal to what it ought to be. 
State bounties, so arranged as to permade people to expend 
more money on insurance, serve, though less effectively, 
to promote the same object. On the other hand. State 
provision of insurance against accidents, industrial diseases 
and unemployment, whether the provision is financed out of 
taxes or out of general level-rate premiums, and whether it 
covers the whole cost or a proportion of it, differentiates in 
favour of dangerous, unhealthy and fluctuating trades, and 
causes an excess of people to enter them. 

§ 4, A distribution of wage-earners that carries with it 
failures from equality in the values of the marginal net 
products, other than failures of the type we have been 
discussing in the two preceding sections, in general involves, 
as has already been made clear, injury to the national dividend 
and, through that, to economic welfare. The causes of 
“ errors ” of distribution that are present in actual life may be 
divided into three broad groups — ignorance, cost of move- 
ment and restrictions imposed upon movement from outside. 

§ 5. The most fundamental way in which the first of 
these causes, ignorance, operates is by impairing the initial 
distribution of new generations of workpeople as they flow 
into industry. Those persons who direct the choice of 
avocations made by young men and women entering industry 
are ignorant both of the level at which the demand price 
for any given quantity of labour of any given grade will 
stand in different occupations at a later period of those 
young persons’ lives, and also of what the quantity of 
labour offering itself in those different occupations at that 
period will be. A great part of this ignorance is, of 
course, inevitable in a world of change. Even though 
opinions were continually modified in the light of the most 
recent experience, yet newer experience would necessarily belie 
the best -based forecasts. But, besides the ignorance that is 
inevitable, there is also ignorance due to the fiuilty of 
individual minds and the paucity of organised information. 
About occupations for people this ignorance is likely to be 
more extensive than it is about occupations for oapited ; 
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the same reason that ignorance about the relative advantages 
of different forms of spending is more extensive than ignorance 
about the choice of investments. Those persons who have 
to direct their children’s choice of a career are not rendered 
efficient by the selective influence of competition. Fathers 
who invest their sons’ activities unremuneratively are not 
expelled by bankruptcy f^om the profession of fatherhood, 
but continue, however incapable they may be, to exercise in 
this matter the function of entrepreneura The grave errors 
that result are well known. “ Many parents let their boys 
go into offices or as telegraph messengers, because they seem 
respectable jobs, but they have never considered, and, perhaps, 
have no means of knowing, whether there are any future 
prospects. This aspect is dwelt upon in the reports of many 
of the skilled employment committees. If the father is not 
himself in a position to get a boy into a good trade, he does 
not know in many cases how to manage it.” * The point is 
well illustrated by Sir H. Llewellyn Smith’s observation, some 
years back, that, among the Cra^ey Heath hand nailmakers, 

“ although the trade has been decaying for more than half 
a century, children are still going into, and are further 
crowding, their parents’ trade.” Again: “A very large 
number of parents are ignorant of the relative advant^es 
of different occupations. . . . The boys tend always to 
follow their older companions into the same factory or 
yard, or at any rate into the same kind of occupation; 
and, where the prevailing trades are of a poor grade . . 
the boys will generally follow the line of least resistance.”* 
This sort of ignorance may, of course, be overcome in part 
through the collection and spreading of information about 
the prospects of different trades, together with improved 
education enabling parents to make better use of the informa- 
tion that is open to them. It may be overcome still further 

' Jaoksoa, Baport on Boy Labour, Royal Oommimon on JPoor Laim, 
Apijendix, vol. xx. pp, S-IO. 

Jackson, Ke)wrt on Boy Labour, Royal Ommiotion on th* Poor Lam, 
Appendix, vol. xx. p. 161. The general tendeiusy of children to eater their 
psienta* trades is illnetrated by a very interesting special inquiry undertaken 
oy Prof. Chapman and Mr. Abbot in the neighbourhood of Manohestor {Staiii- 
»*«»< Journal, May 1818, pp. m tog.). 
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if those parents, who are not themselves in a position to 
make any good study of the labour market, have access to 
the advice of persons who are in a position to do this. At the 
best, however, since the prospects that are relevant are the 
prospects that will prevail in future years when the chil4ren 
and youths now selecting an occupation are grown up, this 
type of ignorance must always be ^tensive. \ 

§ 6. But this type of ignorance is not the only one ^at 
prevents labour of any particular grade from being initi^y 
distributed among different uses in such a way as to m^e 
the demand-prices — or values of marginal net products — 
equal The same effect is produced by ignorance as to what 
the grade is to which any individual boy or girl, whose fate 
is being decided, belongs. For different children are bom 
with different capacities and aptitudes. So far as some 
of those belonging to one grade drift into occupations 
more fitted to those of another grade, the value of their 
marginal net product there will be less than it might have 
been — less than that of children of the same grade who 
have been turned into occupations more suitable to that 
grade. Moreover, the loss, though lessened, is not done away 
with if people eventually find jobs that fit them, after 
drifting through one or more jobs that do not ; for throughout 
the interval their efforts have been expended less usefully 
than they might have been. Hence it is important, from 
the standpoint of the national dividend, to provide for 
a rational sorting of children of different intellectual 
qualities, and for guiding them into lines of work for which 
their several qualities are fitted. “ It is probable that labour 
exchanges for boys leaving school would be of very great 
value in securing that all the more intelligent and able 
boys had a chance of securing good openings. It is the 
ignorance of the boy which so often leads him into employ- 
ment which is not suited to him.”^ There is — or was — an 
excellent example of the organisation required in Strasburg, 
where the Labour Exchange works in definite association with 
the teachers of the municipal schools. Our own Education 

* JAokson, B«i)ort on Boy Labour, Jiojfoi Comtniteum on the Foot haw» 
Appendix, vol. xz. p. 81 . 
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(Choice of Employment) Act, 1910, endeavours to foster an 
alliance of this kind. But, if this type of organisation 
is to be made thoroughly effective, the fitness of different 
boys for different occupations must not be judged by mere 
rough general impressions. There is required a scientific 
anidysis, on the one hand, of the qualities for which various 
occupations call, and, on the other hand, of the qualities 
which different individual boys possess. The practical prob- 
lems thus suggested have been discussed in a very interesting 
manner by Professor Munsterberg. He cites a bicycle factory 
in which the reaction times of different individuals 
were scientifically measured, and the results used as a test 
of fitness for the work of inspecting the balls of bicycle- 
bearings ; * and he describes certain devices which he himself 
has invented for testing fitness for the work of motor-men. 
Tests with the same general purpose have recently been used 
by the military authorities to assist them in the selection of 
recruits for the Eoyal Air Force. Such methods can often 
guide the individual’s choice of employment when he first 
steps into industry — or first moves from a boy’s occupation to 
a man’s occupation ® — more effectively, and much less blindly, 
than the ordinary rough and tumble of trial and error. 
They would be made still more effective if a device could 
be invented for testing, not merely capacity at the moment, 
but also capacity to attain capacity through training. It 

* Ptychology and Industrial Efficiency, pp. 64-fi. 

* Cf. Sir Sydney Chapman’s observation : “ Certain occupations cannot be 
entered by any ade<],uate number of people until they have newly attained their 
full strength ; for inatance, the occupations of niannal workers on the railways, 
navvies, and dock labourers, and certain occupations in the building trades. 
This means that other callings must employ more young people than they oan 
permanently find room for, unless some young people in sear^ of work are to 
be left standing idle in the market-place. But to seek to obviate this tendency 
by making each industry more self-contained would not bo a very wise proceed- 
ing, because it is poor economy to have a man doing a lad’s work, or a lad 
doing a man’s work, and from the operation of a oortain amount of seleotion 
ainoiig the labour forces of the community productive efficiency results. . . . 
It may be that the partial cul-de-sac employment is a necessary part of a higUy 
developed industrial system. If tliis is so, the establishment of labour-training 
institutes becomes doubly necessary, and an added importance attaches to labour 
Exchanges with speoial refwenoe to the claims of the rqeoted of certain tr^es, 
whom it is essential to deal with before they become dMnoralised or suffer in vigour 
or spirit ” (" Industrial Bsemiting and the Displacement of Labour," PtmsUmts 

*Es UmuKesisT StaUstieai Soeisty, 1918-14, pp. 122-8). 
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18 , therefore, of interest to learn that experiments “have 
been actually started to determine the plasticity of the psycho- 
logical apparatus as an independent inborn trait of the 
individual." ^ 

§ 7. When the initial distribution of new generations/ of 
workpeople among the various occupations open to thbm 
has been wrong for some little time,^the aggregate distribution 
of the whole existing body of workpeople must also be wroi 
The error may, of course, be corrected without any actu^ 
movement among established workpeople by a redirection of 
the flow of new recruits. This correction acts more rapidly 
in industries where the proportion of annual recruitment to 
total numbers is large than in those where it is small. It 
thus acts especially rapidly in women’s industries, because the 
obligations of marriage make the average length of a woman’s 
stay in industry especially short. Though, how-ever, errors 
due to failures in the initial distribution of workpeople may 
be corrected without the need for movement, plainly they may 
also be corrected with the help of it. Moreover, even where 
there has been no error in initial distribution, maladjustment 
may come about because a man, who was fitted for a 
particular post when he first entered it, becomes either too 
good for it or too bad ; either fitted for promotion to a higher 

* Munsterberg, Psychology of JndvMriaX Effi/riency, p. 1 26. Initial testing uf 
capacity is, perhaps, not very important among workjmople who begin their career 
in large and vari^ establishments, where employees found unsuitable for the job 
they first select can be rapidly transferred to otlier jobs. Of firms which follow Mr. 
Taylor's doctrine of scientific management it is said that, “ by a careful study of 
each individual of a group of men in any dejyartment, it may be found that many 
are not physically or temperamentally adapted to performing the jmrticular 
functions required in that department, and that they are adapted to the |>er- 
forming of functions in some other department There follows a redistribution 
of men between dejkartments, with the result that, without an increase in aggregate 
energy expended, there is an increase in aggregate productivity. It is the 
scientific method of adapting instrument to pur}>ose ’* (Tuck School Conference, 
Sdmtific Management, p. 6). But in oomparatively small and homogeneous 
establ^hmenta — and these employ a very large projwtion of the world's workers 
— ‘‘the working man who is a failure in the work which he undertook wouM 
nsually have no opjiortuiiity to show his strong sides in the same factory, or at 
least to be protected a^inst the oonsequenceH of bis weak points. If Ids 
achievement is deficient in quality or quantity, he generally loses his place and 
makes a new trial in another factory under the same accidental conditions, 
without any deeper insight into his particular jiQrchical traits and their relation 
to special industrial activities " (Hunsterberg, Psychalagy of Indudrwl 



OB. IX 


DISTRIBUTION OF LABOUR 


497 


grade or ripe for removal to less responsible work. Yet again, 
the distribution of labour, not only between occupations but 
also between places, may be made wrong from time to time 
by temporary fluctuations in the demand for and supply of 
different things, even though the initial direction given to new 
generations of workpeople was guided by perfect wisdom. 
Over a wide field, therefore, there is always opportunity for 
making the distribution of labour better by rightly directed 
movement between different places and different occupations.' 
The point we Jiave now to consider is that ignorance, over 
and above the injury described already, inflicts a further 
injury on the national dividend by impeding and deflecting 
movement. 

§ 8. Beyond doubt a great deal of ignorance prevails 
among workpeople in one place or occupation as to the com- 
parative demand prices — by which the values of their marginal 
net products are represented — for their services prevailing 
there and elsewhere. The discussion of this matter is compli- 
cated by the fact that, since, from seasonal and other causes, 
work is less regular in some occupations than in others, 
wage rates per day or per week do not by themselves afford 
an adequate measure of comparative demand prices as a 
whole. Such a measure can only be obtained when both 
the wage rate for full employment and the prospect of 
unemployment have been taken into account. Clearly, work- 
people can less easily gather information about the com- 
parative liability of different occupations to unemployment 
than about comparative wage rates. This point, however, 
need not be enlarged upon here, and attention may be 
confined to wages. The extent of people’s ignorance about 
the level of wage rates in any place or occupation depends, in 
great part, upon the form in which wage contracts are made. 
Some forms make the real prospect of earnings offered to work- 
people much more difficult to calculate than other forms. In 
nearly all forms, indeed, there is a good deal of obscurity. For 
real wages, in the widest sense, embrace the conditions of a 

' Them oonsidentioBt eaable at to p«rceiv« ti»t, though, when the distribu- 
tion of Uboar between pltoet or firms is right, t Itrge labour turn-orer is a social 
wute, when the disbibution is wrong, it may be a means of overcoming aocial 
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man's work in respect to sanitary arrangements, safety appli- 
ances, and so forth ; and these cannot be fully known to any 
workman before he is actually working under them. But the 
obscurity is much enhanced when fines are charged for 
damaged work and information about these is suppressed,/ and 
when wages are paid partly in commodities on which some 
fictitious value may be set. It is, therefore, an impormnt 
fact that wage contracts embracing these elements are | re- 
stricted in most modern States To meet direct suppression of 
relevant information, the law has intervened in this countay 
through the Particulars Clause inserted in the Factory and 
Workshops Act, 1901. “That section provides that, in 
industries to which it is applied by Order of the Secretary 
of State, persons, to whom work is given out to be done, sliall 
receive from the employer sufficient particulars of the rate of 
wages applicable to the work to be done, and of the work to 
which that rate is to be applied, to enable the worker to 
compute the total amount of wages payable in respect of 
the work. This provision, the enforcement of which is 
placed upon the Inspectors of Factories, is intended to secure 
to the outworker information beforehand as to the price he is 
to get for the work, and to protect him against arbitrary 
alterations or reductions when the work is brought in. The 
provision has been extended by Orders of the Secretary of 
State to the outworkers in a number of trades."* To meet 
indirect suppression of information through part-payment in 
objects of ambiguous value, the law in this country has 
adopted the broad policy of prohibiting such part-payment, 
despite the risk that in so doing it might incidentally suppress 
some useful institutional The fundamental provision of the 
Truck Act of 1831 was that “wages are to be made payable 
in current coin of the realm only,” and that no condition 
should be made as to where or with whom any part of the 
wages should be expended.* This provision was made to 

• Seltd Committee on Home Work Report, 1908, p. vUl. 

• Cf. C. D. Wriglit’8 account of aome American ayatems of company 
atorea in regiona remote from ordinary ahopa (The Induoirial Ewdvtien ofH^* 
U.S.A., pp, 282 et teq.). 

• JB^ort of Sdeet CommitUe on the Tmuk Ado, p. 6. Tbia proTisi^u 
«au be evaded by a company eatabliahing a proviaton atore nad infonnally 
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apply by the Act of 1887 to any one engaged in manual 
labour who has entered into, or works under, an expressed 
or implied contract with an employer; it did not include 
outworkers who contract in terms of product, not of work. 
It was decided by the Courts that to make deductions for 
rent of machines, standing-room, etc., was not incompatible 
with the Act, because wt^ges meant what was left after such 
payments had been made. Fines were also held to be no 
contravention. By the Act of 1896, however, “deductions in 
respect of fines, in respect of loss to the employe by bad or 
spoiled work or materials, etc., and in respect of the supply of 
materials, tools and other conveniences to the worker were 
made subject to conditions intended to protect the worker 
against harsh or unfair charges on the part of the employer.” ^ 
Some practical problems under this head still demand 
solution, and were discussed at length by the Committee 
of 1908.* 

§ 9. Our study of ignorance as a cause of errors in the 
distribution of labour is now complete. We turn, therefore, to 
the second cause distinguished in § 4, namely, “ costs of move- 
ment.” The existence of these costs estops movements that 

patting pressure on its workpeople to boy there. The French law of 1910 meets 
this danger by forbidding any employer to ‘ ' connect with his establishment 
any store at which he shall sell directly or indirectly to his employees or to their 
families provisions or goods of any description whatever ” {Labour GaztUe, May 

1010, p. 166). 

* Report of the Select Committee on the Truck Jets, p. 9. 

* Thus, the Committee 6nd that some deductions in respect of fines may 
be useful to secure discipline, and suggest that abuse be guarded against by a 
statutory provision that “the maximum fine or accumulation of fines in any 
one week permissible by law shall not exceed 5 per cent of the wages of the 
worker “ (p. 29). Deductions for damage to materials and so on they hold may 
be usefully employed to prevent waste, under an arrangement, say, for charging 
for the material as given out and adding the value of it to the wage for the 
work m which it is afterwards incorporated (p. 41). Still, they conclude 
that, in view of the liability of such chargee to become fraudulent, they 
should be prohibited, subject to a power of the Home Secretary to relax 
the prohibitions in special eases {e.g. of costly material). The Committee 
further hold that the general provisions of the Truck Acta should be extended 
to outworkers (jk 78). They discuss, but do not definitely recommend, rules 
prohibiting employers fiporo making it compulsory for their hands to live in 
houses provided by them (p. 68). The real objection to such compulsion 

not so much that it may enable employers to veil the facts about real 
wages as that it may enable them to put undue pressure on employees in times 
01 strike. 
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would, in their absence, correct maladjustments in the distribu* 
tion of labour. But there is, of course, no necessity for the 
maladjustments, when costs are present, to be such that, even 
apart from the factors considered in §§ 2-3, the values of the 
marginal net product of labour between two occupations ahd 
places must diverge by an amount equal to the costs of move- 
ment between them. The divergence cannot be greater th^n 
this, but there is no reason why it should not be less.^ Mo^t 
costs of movement, we have next to observe, are lump-sum cos^is 
of a single act of movement. Before these can be examined ih 
detail, certain matters of a general character require elucidation. 
As was indicated in the footnote to p. 145, the cost of move- 
ment may most conveniently be regarded as equivalent to an 
annual (or daily) sum spread over the period during which the 
workman who has moved may expect to find profit in staying 
in his new place or occupation. The task of calculating this 
sum presents some difficulty. First, the costs of movement 
are not the s^e for all persons liable to mova Old workmen 
with families are, for example, rooted more firmly to their 
homes than young unmarried men. At first sight, indeed, it 
might seem that this fact does not greatly concern us, since 
the movement in which we are interested is the movement of 
those persons whose movement costs least — not fluidity in 
general, but fluidity at the edges. But the costs of movement 
of those persons whose movement costs least are themselves de- 
pendent upon the number of persons who are moving. Hence, 
for complete accuracy, we should need to treat these costs, not as 
a constant, but as a function of the volume of movement. For 
purposes of approximation, however, it is generally sufficient 
to take rough discorUinvms groups, for which different 
fixed costs of movement can be set out. Thus, whether A 
and B represent different places or different occupations, and 
whether movement means movement in space or the acquisi- 
tion of a new trade, we can in ordinary times — the position 
in the later period of the Great War was, of course, different 
— take for our costs those proper to the movement of young 
men without family encumbrances. It should, indeed, be 
noted that, as a trade or place decays and the young men 

> Cf. onfe, p. 188 . 
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gradually leave, the relevant costs of movement will tend to 
rise, because the age distribution of the population will be 
modified. Statistical inquiry shows that in decaying trades the 
proportion of old men is above the normal, and becomes greater 
and greater as the decay proceeds.' But this complication is 
one of detail rather than of principle. Secondly, when the 
capital cost of movement»is given, the annual (or daily) sum, to 
which we have to equate it, is not fixed, but is larger, the shorter 
is the period during which a workman who has moved expects 
to find profit in staying in his new place. For example, in 
the eyes of a man considering whether or not to move 
away from a point of slack demand, this sum will be larger 
if the depression is, say, a seasonal depression and likely 
to pass away rapidly than if it is likely to continue for a 
long time. Thirdly, from the present point of view, the 
costs of movement between any two places or occupations A 
and B are not necessarily the actual costs, but may be a lesser 
amount, which we may call the " virtual ” costs, and which 
consist of the sum of the costs of movement along each of the 
separate stages that lie between A and B. When the costs in 
view are merely costs of physical transport, this point is not, 
indeed, likely to be important. For, in general, long-distance 
journeys are cheaper per mile than short-distance journeys, 
and, therefore, there will not exist any virtual cost smaller 
than the actual cost. If, however, the costs in view are those 
arising out of the need of learning particular accomplishments, 
it is very important. The costs of movement, in this sense, 
between the occupation of agricultural labourer and that of 
master manufacturer may be infinite; but those between 
agricultural labourer and petty shopkeeper, between petty 
shopkeeper and large shopkeeper, between large shopkeeper 

* Of. Booth, Life and Labour, Jndtvary, voL t. pp. 48 and 49. In lik® 
manner, Lord Dnnraven obaenres that " Ireland haa a larger population of aged 
than any other country in the king’s dominions " {The Outlook <n Ireland, p. 21). 
It must be noted, howerer, that we cannot ii^er decay or expansion unreservedly 
from such considerations, because, in some industries, the normal age distribu- 
tion differs widely from the average. Messengers ate young men who 
expect to become something else, and lightermen are generally retired sailors. 
Furtharmore, some industries have an abnormal proportion of old srorkers, 
simply because they are abnormally healthy or attract abnormally healthy 
people. 
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and departmental manager, between departmental manager 
and general manager, between general manager and master 
manufacturer, may all be small. The same class of con- 
sideration is applicable to those costs which consist in the 
subjective burden of leaving one's home and settling else- 
where. Probably these costs, in respect of one movement 
of a thousand miles, greatly exceed those involved in two 
hundred movements of five miles each. A good illust^- 
tion of this point is afforded by the following account iff 
mediaeval France : “ If Lyons had need of workmen, it 
called upon Chalon-sur-Saone, which supplied them. The 
void made at Chalon was filled by men drawn from 
Auxerre. Auxerre, finding that less work was offered than 
was required, called to its aid Sens, which, at need, fell 
back upon Paris. . . . Thus, all the different places were 
stirred at once by a demand for labour, however distant that 
might be, just as a regiment in column, marching in one piece 
and only advancing a few paces, would be.”^ This class of 
consideration is important. 

§ 10. We may now look at the costs of movement some- 
what more in detail. As between two given places, we 
perceive at once that they include, not only the sheer money 
cost of travel to a workman who contemplates moving, but 
also the sacrifice of the goodwill of shopkeepers to whom the 
workman is known, and the wrench involved in leaving his 
friends and the district with which he is familiar. The money 
cost, of course, becomes less in any country, as the means of 
communication are developed and transport, therefore, becomes 
cheaper. The other element of cost, in like manner, becomes 
less as the speed of travel is increased, because, as this happens, 
it becomes easier for workpeople to change the seat of their 
work without having at the same time to change their homes.® 

‘ De Foville, Tran^ormaiim du moyent dt tratuportf p. 896. There ie «n 
exMtlj analogous phenomenon in the movement of capital between countries. 
People in the United States can move a given capital to Central or South 
America, and at the same time people in England move an equal capital to the 
United Statea at a leas aggregate cost in uncertainty-^becauae of difierenoes of 
local knowledge— than that at which Englishmen could move that cajrital to 
Central or South America direct Hence, this roundabout method of investment 
in fact occurs. (Of. 0. K. Hobson, The l^epwt ef Cajrital, pp, 29-82.) 

• Cf. Mahaim, Let Abonnementi d^ouvriert, p. 170. 
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As between two given occupations, the costs of movement 
become less, the more closely industrial progress causes the 
operations required in one occupation to resemble those re- 
quired in another. Assimilation of this sort tends to come 
about more and more markedly the further the division of 
labour is carried. For division of labour mp-ana the splitting 
up of complex operations, formerly executed as wholes, into 
their elementary parts, and it so happens that a comparatively 
small number of elementary parts, when combined in different 
ways, make up nearly all the wholea Consequently, the range 
of movements open to workmen helping to produce any given 
article, while “ narrowed as regards the power of interchange 
among themselves, is, as a rule, widened as regards the power 
of interchange with those performing corresponding processes 
of other trades.” * As M. de Rousiers well observes : “ More 
and more the constantly developing applications of machinery 
are approximating the type of the mechanic to that of the 
shop 6i8sistant. The shop assistant passes readily from one 
kind of commerce to another, from drapery to provisions, from 
fancy goods to furniture, so much so that, at the present time, 
retail shopkeeping, in the hands of men of superior ability, is 
no longer confined to one or another single branch, but takes 
on the form of the large general store. Manufacture cannot 
yet pretend to so large a range, but, just as an assistant passes 
easily from one counter to another, so the workman passes 
easily from the supervision of one machine to the supervision 
of another machine, from the loom to bootmaking, from paper- 
making to spinning, and so forth.” ’ In like manner, the same 
persons, at different times, may be found at match-box making, 
hopping, step-cleaning, and hawking; and the Poor Law 
Commissioners’ investigators “ found a tailoress working 
a>t bookbinding, a jam girl at screws, and a machinist 
giving pianoforte lessons at Is. an hour.” * In these develop- 
ments there is evidence of great versatility. Specialised 
technical skill is coming to play a smaller part in in- 
dustrial operations, relatively to general capacity, than it 

* Uewall;^ Smith, Tht Mobility qf Labour, p. 19. 

* Ln Quottion etmitrt «t AngUttm, p, 884. Of. Manhall, PrineipUt 

^ pp. 307 ud 268. 

(f tht Bofful Oommimim m (k$ Poor Lam, p. 408. 
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used to do; and this means that the costs of the new 
training required to enable a workman to move from one 
occupation to another are becoming smaller. It should be 
added that, in so far as people’s estimate of the cost of new 
training is greater than the actual cost, it is the estinjiated 
cost that is relevant to mobility ; and, therefore, if they tome 
to realise that the estimate has ^een excessive, mobility is 
increased. There is reason to suppose that the expmen(^ of 
the war has taught people that specialised skill can be gained 
more easily and quickly than used to be supposed.* 

So far, we have spoken of movement between places 
and movement between occupations separately. But, of 
course, in the concrete, movement from one occupation to 
another may well necessitate, at the same time, movement 
from one place to another. Hence the aggregate costs of 
movement from one occupation to another are kept low 
when kindred occupations, in which the fluctuations of 
demand for labour more or less compensate one anotlier, 
are carried on in the same neighbourhood. This is one 
of the advantages of the cottage industries of the country 
districts of India, where for three months of the year agricul- 
ture is almost at a standstill ; ^ and also of recent extensions 
of small holdings and allotments, to which workpeople 
can resort during temporary unemployment in their main 
industry. The reduction of costs is still greater when the 
complementary occupations are conducted in the same estab- 
lishment. It is, therefore, especially interesting to read in 
a Board of Trade Report issued shortly before the war: 
“The more competent and thoughtful employers endeavour 
to overcome the natural fluctuations of the seasons by 
superior organisation. With the manufacture of jam and 
marmalade they combine the making of sweets and the potting 
of meats. They thus occupy the time of the majority of their 
employees. An artificial florist, employing over two hundred 
girls and women in a trade which occupies six months of the 
year, has introduced a second trade, the preparing of quills for 

‘ Of. Caanan, TTie Reorganitation gf IndMitry (Ruskin Collage), Sanaa iR 

p. 11. 

• Of. Muukeijae, The Foundatiom of liMm, JSSaonomito, p. S2S. 
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hat-trimming, and now the workers are employed all the year 
round. In Luton, where the staple trade is straw-hat making, 
and where work is always sl6u:k during six months of the year, 
felt-hat making has been introduced ; and it is now very usual 
to find the two trades carried on by the same firm, employing 
the same workpeople at different periods of the year.” ' Some- 
times, no doubt, arrangements of this kind are introduced 
from philanthropic motives. But there is also a powerful 
motive of a purely self-regarding character at work in the 
same direction. It is clearly cheaper for one factory to work 
all the year round than for two to be built to work, one in one 
part, and the other in another part of the year ; and the gain in 
cheapness is particularly great when the plant and equipment 
are elaborate and costly. Hence, whenever it is practicable, 
it is to the interest of employers to adapt their factories — if 
they are engaged in seasonal production — to the manufacture 
of a series of different things so arranged that there is work 
to do at some of them in every part of the year. Anything 
that facilitates the adoption among employers of this policy 
necessarily reduces the effective costs of movement to labour. 

§ 11. In the preceding sections we have permitted our- 
selves certain refinements of analysis. Turning back to coarser 
matters, we may conclude generally that workpeople's move- 
ments away from their present occupation to other occupations 
offering a higher wage, and, therefore, presumably yielding a 
larger value of marginal net product, are often impeded by 
considerable costs; and that worki)eople’s movements from 
their present locality to other and distant countries, particularly 
if these are separated off by strong barriers of race, religion and 
language, may often be similarly impeded. But, so far as the 
forms of cost hitherto di8cu8.sed are concerned, workpeople's 
movements to other parts of their native land, at all events in a 
small country such as England, will, in general, only be impeded 
by small costs. There remains, however, a peculiar form of 
cost obstructing movements from certain places to certain other 
places, which may be large even in a country like England. 
This cost arises out of the fact that husband, wife and young 
children generally live together. Because of this the movement 
* (hit if LMnf if Uu Wnrkin/g C^atm [Od. 8844], p. 384. 
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of one member of the family implies the movement of the others, 
and the movement of the others may carry with it a large loss 
by catting off the wages that they have hitherto been able to 
earn. This loss is really a part of the cost of movemenjt of 
the member of the family who is tempted by higher wiges 
to move elsewhere. For example, the men workers, ih a 
district where there are opportunitiefi for their women folk\ to 
earn wages, might know that they themselves could earn mi^re 
in other districts where these opportunities do not exi^t. 
But, in reckoning up the advantages and disadvantages of 
movement, they would need to count as a true cost the pro- 
spective loss of their womenfolk’s contribution. This cost 
may be very leirge and, consequently, may make possible wide 
differences in the values of the marginal net products, and, 
therefore, in the wages, of labour of a given grade in two 
districts of the same small country. As Marshall has well 
observed : “ The family is, in the main, a single unit as regards 
^ographical migration ; and, therefore, the wages of men are 
relatively high, and those of women and children low, where 
heavy iron or other industries preponderate, while in some 
other districts less than half the money income of the family 
is earned by the father, and men’s wages are relatively low.” \ It 
is evident that all improvements in the speed and all cheapening 
in the cost of passenger transport, to which reference was made 
in an earlier section, because they enable different members of 
a family, while living together, to work in places more widely 
separated from one another, will mitigate the injury to the 
distribution of labour, and so to the national dividend, for 
which this kind of cause is responsible. - 

§ 12. In addition to ignorance and ccets there remains the 
third cause of error in the distribution of labour, which was 
distinguished in § 4, namely, artificial restrictions upon move- 
ment imposed from without These restrictions may assume 
any number of different forms. For example, until the end of 
the eighteenth century " place mobility” was seriously obstructed 
by the law of settlement, which, in order to prevent workpeople 
bom in one part of the country from becoming dbargeable on 
the rates of another part, greatly limited their right to move. 

^ Mndples of ^sonomiet, footnote to p. 715. 
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“ It was often more difficult,” Adam Smith wrote, “ for a poor 
man to pass the artificial boundary of a parish than an arm of 
the sea or a ridge of high mountains.” Again, at the present 
day, movement between occupations is, in some industries, 
considerably impeded by the demarcation rules of Trade 
Unions — rules which attempt to reserve particular jobs to 
workers at a particular trade, and forbid, under threat of a 
strike, their being undertaken by other tradesmen. A 
bricklayer, for example, is not allowed by his union to do 
stone-mason’s work, or a pattern-maker to do joiner’s work. 
Nor can a man easily escape this kind of obstacle by 
changing his union. For, apart from affiliation arrangements 
among kindred unions, if he tries to do this, he is liable to 
lose his old rights to trade union benefits without at once 
acquiring new ones. This difficulty can be met by the 
development of industrial unionism, as exemplified by the 
National Union of Railway Workers, alongside of craft union- 
ism, or by systems of affiliation among the craft unions 
themselves and between the craft unions and unions of 
unskilled workers. Probably, however, the most serious 
artificial restrictions that are current in modern times are 
certain traditions and customs, which obstruct and practically 
prevent labour power, when embodied in a particular type of 
person, from flowing to channels where similar labour power, 
embodied in other types of persons, is yielding a more valuable 
marginal net product than is obtainable in the channels to 
which all labour has free access. In some countries traditions 
and customs of this sort relate to industrial occupations open 
to workpeople of different race and colour. But their most 
important action — at all events, so far as Europe is concerned — 
is in the sphere of women’s work. There are a number of 
occupations in which the value of the marginal net product, 
and, therefore, the wage, of women’s work would, if women were 
admitted to them, be larger than it is in occupations where 
they are in fact engaged ; but they are excluded from these 
occupations by tradition and custom. When new occupations, 
such as the working of typewriters and telephones, are intro- 
duced, or when old occupations are transformed by the 
introduction of new types of machinery, women are, indeed, 
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generally offered a free field. But in occai»tion8 which men 
have for a long time been accustomed to regard as their own, 
even though under present conditions women could adequately 
pursue them, tradition and custom frequently exercfise a 
powerful excluding influence. The b^t known occupations in 
which such exclusion still prevails in fact, if not in forra, are 
the two branches of the legal profession. Waiting in restaumnts 
and railway clerical work were also, until a year or two \ago, 
notable instances. The entrance of women into these occupa- 
tions, prior to 1914, was hindered, as Prof. Cannan observes, 
“ not so much by law as by the inertia of employers and their 
fear of inconvenience from the active resistance of the men 
employed at present.” ^ This kind of resistance may be broken 
down by a world-shattering event like the Great War, but 
the difficulty with which it was overcome in 1915-16, even 
in munition -making trades, is witness to its strength. It is 
probable that employers do not battle with it so strongly as 
they otherwise might do, because women workers are liable to 
leave after a little while on getting married. As one employer 
put it : “ There are many jobs one might teach women to do, 
but it does not seem worth while to risk a quarrel with the 
men, when you know that, the brighter a girl is, the more likely 
she is to go off and get married just as she is beginning to be of 
some use.” * The men’s opposition can, indeed, be modified by a 
stringent rule that women shall be paid equal wages with men of 
equal efficiency ; for, when this rule exists, the men are less afraid 
of losing their jobs. But, on the other hand, the existence of 
such a rule sometimes makes employers less anxious to open 
the door to women workers than they utherwise might be.* 

§ 13. We have now studied the principal causes that make 
the distribution of labour of various grades diverge from the 
most advantageous distribution. All these causes alike injure 
the national dividend — in the stretched sense of § 2 — and it 
might, therefore, seem at first sight that, if the deflection of 
labour distribution, for whicli they are responsible, were over- 
come, the sise of the national dividend would necessarily be 

’ Canaan, IVeaUh, p. 206. 

* The Rmtnd Tdbk, March 1916, p. 276, 

* Of. poet. Chapter XIT. 1 10. 
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increased. This conclusion, however, ignores the fact that 
there are three distinct and different methods by which the 
deflection can be overcome. The obstacles in the way of a 
nearer approach to what may be called the ideal distribution 
may cTumhlt from vnthin, or they may be pulled down at 
public cost, or they may be left as they are and leapt over. 
The effects of these three niethods of overcoming them are not 
the same, but require separate investigation. 

§ 14. When it is said that obstacles to ideal distribution 
cruvible from, within, it is meant that information and the 
means of movement are supplied more cheaply to workpeople, 
or that traditions hostile to movement are weakened, through 
the general progress of ideas, the introduction of large sc^e 
organisation into the machinery of mobility, or in other such 
ways. The essence of the matter is that the real costs to 
the community as a whole of providing information and 
transport, and not merely the expenses charged to particular 
workpeople purchasing these facilities, are lessened. When 
this happens, the actual distribution of labour will, generally 
speaking, be brought closer to the ideal distribution. It is 
true that, if the obstacle whose magnitude is diminished is 
costs of movement or tradition, this does not necessarily 
happen. For, as was pointed out in Part II. Chapter V., 
increased freedom to move may, when knowledge is imperfect, 
lead to movement in the wrong direction. Thus, it is some- 
times an open question whether a mere cheapening of the 
costs of travel to workpeople, unaccompanied by any other 
change, will have a beneficial effect ; though, of course, it is 
never an open question whether cheapening, coupled with 
intelligent direction to specific vacancies, will have such 
an effect. That this point is winning general recognition 
is suggested by the fact that, in England, travelling benefit, 
originally paid out by Trade Unions indiscriminately to all 
members in search of work, is now mainly used to enable 
selected members to reach places in which work has actually 
been found for them ; by the fact that the British Labour 
Exchanges Act contains a clause permitting the Exchanges, 
subject to the approval of the Treasury, to authorise advance, 
by way of loan, towards the expenses of workpeople travelling 
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to definite situations; and, finally, by the fact that, in 
Geimany, the Exchanges provide cheap railway tickets, not 
to work-seekers in general, but to those only for whom they 
have found definite situations.^ The difficulty thus exemplified 
is an important on& There would, however, be no dmpute 
among economists that, with the organisation of knowledge 
concerning industrial conditions 4^veloped to the poin^ at 
which it stands in modern civilised States, a reduction in\the 
costs of movement, or a breach in traditions of exclusion, 
would, on the whole and in general, cause the distribution of 
labour to approach more closely towards the ideal. In so far as 
it has this effect, it must also increase the national dividend. 

§ 16. When it is said that obstacles to ideal distribution 
are pvlled down at public expense, it is meant that information 
or the means of movement are supplied more cheaply to 
workpeople, not because the real costs have been reduced, 
but because a part of these costs has been transferred to 
the shoulders of the tax -payers. This form of cheapening 
and that discussed in the preceding section do not react 
in the same way upon the national dividend. For this kind 
of cheapening implies that a greater quantity of resources 
is invested in the work of securing knowledge and effecting 
movement than would normally be devoted to that work. It 
implies, in fact, that a particular form of investment is being 
stimulated by means of a bounty ; and there is a presumptioti 
that bounties hurt the dividend. As was shown, however, in 
Chapters IX. and XI. of Part II., this presumption, in 
respect of any particular industry, may be overthrown, if 
there are definite grounds for believing that, in the absence of 
a bounty, investment in that industry would not be carried 
far enough to bring the value of the marginal social net 
product of resources employed in it down to the general 
level. The industry of promoting the mobility of workpeople, 
partly because it yields a product difficult to sell satisfactorily 
for fees, is one about which there are definite grounds for 
believing this. Consequently, up to a point,- it is probable 
that the expenditure of public money in promoting mobility 
would improve the national dividend. It is neoessary, however, 
* Btipart nf lAe BxfoX Gommistiim on the Poor Imo$, p. 401. 
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for the State to watch this expenditure carefully ; for, if it is 
carried too far, the cost at the margin will exceed the gain. 

§ 16. When it is said that obstacles to ideal distribution 
are leapt ov&r, it is meant that ignorance, costs of movement 
and tradition remain unaltered, but that, in spite of their 
existence, the distribution of labour is somehow forced 
towards what it would have been if they did not exist. 
This may be done by the compulsory removal of workpeople, 
or, more probably, as will be explained in Chapter XIV. 

§ 5, by certain forms of authoritative interference with wage 
rates. The way in which it is done is not, however, import- 
ant for our present problem. What we wish to ascertain is 
the effect on the national dividend of an “improvement” 
in the distribution of labour brought about in spite of 
the continued existence of obstacles. This effect is different 
with different obstaclea A redistribution of labour more 
conformable to ideal distribution, which is brought about 
in spite of opposing ignorance or tradition, necessarily 
benefits the national dividend. For the defiance of these 
obstacles involves no expense, and so leads to exactly the 
same consequences as would be produced by their crumbling 
from within. But the result is different with a redistribution 
brought about in spite of opposing costs of movement. 
For, when the obstacles to movement, which these costs 
present, are overborne, the costs themselves are by that 
very procesB incurred. Thus defiance does involve expense, 
and leads to the same consequences as would be produced 
if the obstacle were pulled down at public cost. That is 
to say, there is a presumption — which may, of course, in 
some circumstances be rebutted — that it will injure the 
national dividend.^ 

* Tills oonelusion inralvea the verbally inconvenient result that the ideal 
distribution of labour, when brought about in certain ways, is not the hed 
pmihU distribution. ConfUsion will be avoided, however, if we recollect that 
the distribution we have called ideal, namely, that which, subject to the qualifica- 
tions of { 2, makes the values of the msrginal net products of labour everywhere 
«q'ial, is only ideal in an absolute sense. It is the best distribution accessible 
w a men who has unlimited power over all relevant droumstances, and can, 
therefore, at will abolish costa of movement. But it is not the best distribution 
accessible to one who must accept the cost# of movement as brute fact, and has, 
■berefore, to aha at tnaximiainff the national dividend subject to tiiat limiting 
wmdition. Ofc p.,t ll. Ohaptor V. | •. 
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EMPLOYMENT EXCHANGES 

§ 1. In the preceding chapter we have spoken as though the 
only movements of labour which take place, or which may be 
required in the interests of the national dividend, are move- 
ments from employment in one place or occupation to employ- 
ment in another. In actual life, however, it often happens 
that workpeople find themselves, not merely employed at work 
of relatively low demand, but unemployed altogether. We are 
not now concerned to inquire into the causes of this, or to 
investigate the relation between the volume of unemployment 
and the wage policy of trade uniona From our present point 
of view the thing that matters is that, given this wage policy, 
workpeople are liable to find themselves unemployed at one 
place or in one occupation at a time when in other places or 
occupations work is on offer at the rate of wages which they 
demand, and they are held back from these places or occupa- 
tions, not by costs of movement, but by ignorance of the facts. 
Plainly, this state of affairs involves an injury to the national 
dividend analogous to the injury involved when workpeople 
are held by ignorance in employments of low demand at a time 
when employments of high demand are calling for them. The 
form of ignorance that is responsible for this injury and the 
means by which it may be combated demand a brief study. 

§ 2. If workpeople out of a job were completely ignorant 
about available vacancies, their only recourse would be to a 
perfectly haphazard and ungraded search for work. They could 
do nothing but wander aimlessly round to the firms that have 
not, as well as to those that have, vacancies, engi^ng themselves 
in a weary " tramp from one Sxm to another, in the attempt to 
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discover, bj actual application to one after another, which of 
them wants another hand.” ^ As a rule ignorance is somewhat 
less complete than this. Some sort of general information is 
available about the comparative state of the demand for labour 
in various places and occupations. This can be obtained through 
newspaper advertisements, the talk of Mends and the reports 
about local conditions collected by trade unions. Mr. Dearie 
gives an interesting account of the development of these methods 
in the London building trades : “ That system of mutual assist- 
ance in getting jobs, which a man and his mates render to one 
another, is extended and carried out in a more ^stematic 
manner by means of the vacant books of the trade unions. 
Each man, as he becomes unemployed, writes his name in the 
vacant book at the local branch ofBce or meeting-place ; and 
then every other member of the branch — and branches ordi- 
narily number from 20 up to 400 or 600 — ^is looking for a job 
for him, or, to be more exact, all members of the branch are on 
the look-out for vacancies to clear the vacant book. Obligations 
are imposed on all members to inform the branch secretary 
when men are wanted anywhere ; and, whilst in some unions — 
for instance, the Amalgamated Carpenters and Joiners — a small 
sum, generally 6d. per member, is given to any one who will 
take unemployed men off the books, a heavy fine is imposed 
on any one known to be giving preference to non-union men. 
The usual thing is to inform the secretary where men are, or 
are likely to be, wanted, and the latter is bound to inform out- 
of-work members where best to look for jobs.” * In England 
since 1893 still further information of this kind, in a more 
widely accessible form, has been furnished officially through 
the Labour Gazette. At the present time the Employment 
Exchanges also act as powerful informing agencies. They 
extend the inquiry work carried on by trade unions, and 
" enable the workman to ascertain, by calling at an office in 
his own neighbourhood, what enquiries have been made for 
his own kind of labour all over London.” * When the Ex- 
changes of different towns are inter-connected, the workman is 

‘ Sepal OommMm m th* Poor Lavm, Uinoritjr fieport, p. 1126. 

Onmnptoyment Hut Leadm BuUdiap Trada, p. 188. 

* Sepal OamaUeeion <m the Poor Laaoe, lUaoiity Report, p. 1126. 
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brought into contact with a still wider range of information. 
Thus in Germany: "In order to ensure the mobility of 
labour, it is considered to be of importance that the agencies 
for obtaining employment in the different parts of the Gbrman 
Empire should be linked up by a system of inter-communica- 
tion. This system is provided by the Federations of iJabour 
Kegistries. ... In the Grsmd Dpchy of Baden all are\tele- 
phonically in communication, and want or superflui^ of 
labour in one place is immediately known in all the others.*’ ^ 
In Bavaria the system is extended by the publication of listo 
of vacancies in villages in which no Exchange exista’ In 
England the development from the isolated to the connected 
form was consummated in the Labour Exchanges Act of 1910. 
It is evident that an organised system of this character may 
serve as a powerful instrument for facilitating the movement 
of workpeople out of jobs to vacancies having need of them. 

§ 3. It might seem at first sight that, when once this 
system has been set up, nothing further can be required. That, 
however, is a mistake. Information that at the present moment 
there are two vacancies open in the works of a particular firm 
is not equivalent to information that the vacancies will be 
open when the men, to whom this fact has been narrated, 
arrive there in search of work. The ignorance that obstructs 
mobility may, therefore, be still further reduced if, in place of 
centres of information as to the vacancies there and then avail- 
able in different establishments or departments of establish- 
ments, there are instituted centres at which hands can be 
definitely engaged for these different establishments or de- 
partments. When that is done, workmen are informed, not 
merely that there are so many vacancies now in certain places, 
but also that these vacancies will still be available when they 
arrive in quest of them. The probability that this kind of 
unification will be brought about is, naturally, different in 
different circumstances. The obstacles in the way of it are 
least when separate establishments belong to the same company 
— ^this is, pro tanto, an argument in favour of Trusts, — when 
they are fixed in position, and when they are physically close 
tcgether. Thus in the London and India Docks uni^tion 
I [Od. 2804], p. 66 . * im. p. 99. 
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came about many years ago.' The obstacles are somewhat 
more serious when the different establishments, though still 
belonging to the same company or person, are scattered and 
moving, as in the London building trade. No doubt, even 
here unification is sometimes introduced. Before the Com- 
mittee on Distress from Want of Employment, a witness, 
referring to the building tr|ule, observed : “ In the case of one 
employer, he said he did not hand over, as was the common 
practice, the responsibility of taking on men to his foremen, 
but did it himself, with this special object of having men 
permanently, and being able, as the foreman is not able to do, 
to move them on from job to job, the foreman being unable to 
pass them on to another job of which another foreman would 
be in charga Although one understands why the other practice 
is adopted, it seems a very desirable thing that the practice of 
this individual employer should be more widely followed.” * In 
general, however, builders’ workmen in London are engaged inde- 
pendently by the different foremen of the firm employing them. 
The obstacles to unification are still more serious when the 
separate establishments belong, not to one company or person, 
but to several ; for then, in order that unification may come 
about, a definite organisation for engaging workpeople has to 
be set up, either by the companies themselves or by some outside 
body, and, having been set up, has to be used for this purpose. 
This evidently involves the overcoming of considerable friction. 

§ 4. If and when this friction has been overcome, it is 
evident that the range over which ignorance is dissipated 
and mobility improved will be greater, the larger is the 
proportion of the vacancies occurring in stny locality that are 
filled by engagements negotiated through the local Employ- 

* For an Moount of the introdaotioii of the new policy at the Dooka after 
the strike of 1889, of. Eepvrt tfthe Moyal Oommitsion m th» Poor Lam, p. 866. 
Sir William Beveridge aainniariaee the changes introduced thus : ** Formerly each 
of the forty-seven departments of the Oompany's work was a separate nnit for the 
engagement of men ; eatdi department had its insignificant nudeoi of regulai 
hands and its atten^t crowd of more « leas loosely attached casuals ; SO 
eent of the work was done by irregular labour. Now the whole Dodr system is, 
so far as the Company’s work goes, the unit for the engagement of men ; 80 per 
cent of the work is done by a rmified staff of weekly servants directed ^m one 
•pot to another by a central oEBoe” (Beveridge, Arnemie Jowmal, 1907, p. 78). 

0 / tkt Committet on IHatrm from. WmU Anpfoymen*, Evidence 

Aves, Q. 10,917. 
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ment Exchange acting as an engagement agency. This 
proportion, under a voluntary arrangement, will be larger, the 
more attractive Exchanges are made to employers. Expoience 
seems to show that, if they are to win an extensive clientele, 
they should be public — not run as a private speculation by 
possibly fraudulent private persons — ; that they should be 
managed jointly by representatives 4 of employers and enxployed ; 
that they should teke no notice of strikes and lock-outs, but 
simply allow each side to post up in the Exchange a staiement 
that a stoppage of work exists in such and such an establish- 
ment ; that they should be wholly separated from chantable 
relief — association with such relief both keeps away the best 
men from fear of injuring their reputation as workers and 
makes employers unwilling to apply to the Exchanges — ; that 
they should be given prestige by municipal or State author- 
isation, and should be advertised further, so far as practicable, 
by being made the exclusive agency for the engagement 
of workpeople employed by public authorities. The question 
whether fees should be charged to the workpeople making use 
of them is debatable. The French law of 1904 forbids even 
private Exchanges to charge fees to workpeople. But the 
Transvaal Indigency Commission points out that “ the charging 
of fees is by far the most effective method of keeping away 
those who are not really in search of work ’* ; ^ and, if such 
persons are driven off, the Exchanges will undoubtedly prove 
more attractive to employers. It is, further, open to the 
State, if it chooses, to increase the proportion of vacancies 
that are filled through Exchanges by some form of legal 
suasion. A step in this direction would be taken if the 
r^stration at an Exchange of all workpeople out of em- 
ployment were made obli^tory ; for, if that were done, the 
inducement to employers to resort to these centres of engage- 
ment would be increased. Such a step is suggested by the 
Poor Lew Commissioners in these terms; “We think that, 
if, as will be proposed subsequently, the State contributes 
to the unemployed benefit paid to each trade unionist, the 
State might well make it a condition of such payment that 
the trade unionist, when out of work, should register his 
* Report of the Traeuvaai Indigoiunp Cbmmiatfoa, p. 186. 
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name and report himself to the local Labour Exchange, in 
addition (if it is so desired) to entering his name in the 
vacant book of his union. If the State supports and 
encourages the trade unions, it seems only reasonable that 
the trade unions should assist the State by supporting the 
national and nationally needed Labour Exchanges.” ^ Under 
the practically universal ^stem of unemployment insurance 
introduced by the Act of 1920 what was then suggested is, in 
effect, done. For insured persons are required to hand their 
insurance books to an Employment Exchange when they fall 
out of work. It has sometimes been argued that a further 
step should be taken by compelling employers to inform the 
Exchanges when they are in need of workpeople. In Germany, 
under an Act of 1922, the Federal Minister may require 
employers to give notice to the competent Exchange of vacancies 
for workers who are subject to compulsory sickness insurance.’ 
Plainly, however, it must be very difficult to enforce a require- 
ment of this kind should employers prove recalcitrant.® A 
still more drastic arrangement would be to provide by law that 
employers and workmen should never enter into a contract of 
work without reference to an Exchange. This plan already 
rules in England for sailors in the mercantile marine. Sir 
William Beveridge at one time suggested that, as regards short 
engagements, it should be enforced generaUy. “ A new clause in 
the Factory Code, e.g. that no man should be engaged for less 
than a week or a month, unless he were taken from a recog- 
nised Labour Exchange, would be a legitimate and unobjection- 
able extension of the accepted principle that the State may and 
must proscribe conditions of employment which are disastrous 
to the souls and bodies of its citizens.” * The British National 
Insurance Act, 1911, without going so far as this, offers the in- 
ducement of what is, in effect, a slightly reduced charge for the 
insurance of their workmen both against sickness and, where this 
form of insurance is provided, against unemployment, to those 

* Xoyat Commimon on Poor Lavm, Mt^ori^ Report, p. 40S. 

* Report of the International Labour Office on Semediu/or VnemploytMKt, 

1»22, p. 70. 

® Of. Stfoii Committee on the Work of Employment Exchangee, 1020, 
p. IS. 

* Beveridge, Contemporary Eeview, April 1908, p. 892. 
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employers who engage their workpeople through Employment 
Exchanges.' In the Russian law of November 1 9 2 3 all workers, 
with certain specified exceptions, must be engaged through the 
local branches of the Commissariat of Labour.' 

§ 5. All these devices, in so far as they foster a more 
extended use of the Exchanges — if popular opinion oppose 
them they may, of course, not dQ, this — tend, otherl things 
being equal, to break down ignorance of the conditionsiof the 
demand for labour, hence to lessen unemployment, and^ hence 
to increase the national dividend. The extent to whicl^ they 
do this is naturally greater, the smaller is the range of 'other 
agencies for bringing vacancies and unemployed workmen into 
contact. Thus, while in Germany, before the war, with her 
relatively undeveloped trade unions, the Employment Ex- 
changes were as effective in finding places for skilled men as 
for unskilled men, in the United Kingdom their success was 
confined in the main, at all events as regards the finding of 
work in the immediate neighbourhood, to the latter class, 
among whom no strong union organisation existed.* 

I Cf. Natioiul Inmrance Act, J 99 (1). 

• Labour GazdU^ May 1928, p. 161. 

• Cf. Sohloas, Ewtumic Joun^, 1907, p. 78 ; Bulletin de V A$$o€iMwn jmtr 
la luUe e&rUre le cMmage, Sept 1918, p. 839 ; and the Bepart of the CommUke 
on the Work of (he Ernploymeni Exehangee, 1920, p. 18. 





CHAPTER XI 


UNEMPLOYMENT VERSUS SHORT TIME 

§ 1. The general analysis of the two preceding chapters has 
an important bearing upon a problem from which it seems 
at first sight to be remote. This problem is to determine the 
comparative effects on the national dividend of the principal 
ways which are open to employers for meeting periods of 
depression. When, in consequence of lessened demand for 
his product, an employer finds that a continuance of output 
on his former scale will involve him in loss, he can accomplish 
the necessary reduction in any one of three ways: (1) by 
working full time and dismissing a part of his staff; (2) by 
working full time and retaining his whole staff, but rotating 
employment so that only a proportion (say 2/3rd8) is actually 
at work at any one time ; or (3) by working short time and 
putting the whole of his staff to work during the whole of the 
working period. 

§ 2. As between the short-time plan and both the others 
the relevant influences are primarily technical Resort to 
the short-time plan is easiest when the conditions are such 
that an appreciable advantage can be gained by cutting down 
the most expensive hours of work, those, for example, that 
involve extra charges for lighting and heating. But one or 
other of the rival plans is favoured when complete suspen- 
sion of work for a little while would involve heavy costs of 
restarting — s.g. the relighting of blast furnaces that have been 
damped down. 

§ 3. As between the dismisral plan and both the 
others the issue depends to a large extent upon how 
jjuportant it is to an employer to maintain a lien upon 
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the services of the people who have so far been working for 
him. When the work to be done is skilled and specialised, 
it is often very important for him to do this.^ Workpeople 
possessed of special aptitudes practically always acquire special 
value to the particular firms which have employed them for any 
length of time. This is partly because the detailed ihethods 
of different factories are different, and, therefore, workmen 
who have become accustomed to any given factory, particularly 
if the work they have to do in it is of an all-round ki^d, are 
more useful there than other similar workmen would be. It 
is partly also because skilled workmen often handle expensive 
materisds or delicate machinery, and employers naturally 
prefer to entrust these things to men of whose qualities they 
have had continuing experience. Finally, among firms making 
certain proprietary articles, it is partly because workmen 
may be expected, after a time, to get an inkling of their firm’s 
manufacturing secrets, and the firm is, therefore, unwilling 
to let them enter the service of its rivals.* Thus, "among 
goldsmiths and jewellers the masters share work among a 
permanent staff, since there are many secret and special 
patterns, and adjust production by overtime for short periods.” * 
In like manner, employers are keenly anxious to retain a lien 
on the services of engine-drivers, domestic servants and 
specialised agricultural labourers.* Even when the work to 
be done is of such a sort that a man who has been employed 
before with a particular firm is not appreciably more valuable 
to that firm than one who has not, an employer in bad 
times, who knows, or hopes, that things will improve, will like 
to keep in touch with more men than he needs at the moment, 
so as to make sure that enough will be available later on. 
This consideration is especially likely to influence employers 
in industries where the fluctuations are known to be seasonal ; 
for in these industries there is practical certainty that a full 
staff will be needed again shortly. It has been 

' It is to be expected, therefore, thet the turn-over of lebour will, i" 
geneni, be lower for skilled then for unskilled workers. For evidence ^thst 
this is so in the United States of. Schiichter, The Labour Tum~ever, pp. 67-6<* 
But of. also ibid. p. 78. 

* Cf. Fey, Co-partnership in hulusiry, p. 90. 

• Webb, Seasonal Trades, pi, 48. • Jbid. p. 88. 
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that seasonality of this kind is partly responsible for the 
prevalence of the short-time method in coal-mining and in 
agriculture. Moreover, even when employers, if left to 
themselves, would tend to the dismissal method, trade unions, 
which naturally dislike that method because it involves them 
in a larger burden of unemployment benefit, sometimes sway 
them in favour of one or other of the rival plana 

§ 4. In this choice between the dismissal plan and the 
other two another very important factor is the degree 
of accuracy with which wages are adjusted to efficiency. 
When the payment normally made to inferior workers is 
higher relatively to their efficiency than that made to better 
workers, there is a strong inducement to employers to meet 
bad times by dispensing with the least profitable part of their 
staff. It is, thus, natural to find that the dismissal method 
is relatively dominant in time-wage industries as compared 
with piece- wage industries. Discussing the principal ways in 
which a slackness of demand is met in this country, Sir H. 
Llewellyn Smith once wrote : " Looking at the question 
broadly, we may distinguish two main methods. The first 
general method is by short time, or short work, for all or the 
majority of those employed. A good example of that is 
mining, in which, for the most part, the contractions do not 
result so much in throwing out a certain number of colliers 
altogether, but in the colliery working a smaller number of 
days per week. Another example would be the boot and 
shoe trade (I mean apart, for the moment, from the great 
factories where machinery is used, but where it is carried on 
on the ordinary piece-work system), in which in slack times 
there are not many people entirely unemployed, but a very 
large number of people will have a short amount of work. 
The second method, which applies in other industries, is not 
by working short time, but by throwing out of work a certain 
proportion of the workers, who form a fluctuating margin of 
unemployed. Examples of such trades are the building, 
engineering and shipbuilding tradea I do not mean to say 
there is not short time known in any of those trades, or 
that overtime is not worked in times of inflation; but the 
main method by which they adjust themselves to a change in 
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demand is by throwing out workers or taking on more workers,” ’ 
An examination of the industries mentioned in this passage 
shows that those which Sir H. Llewellyn Smith classes 
among the short-time industries are just those in which 
piece-wages predominate, while those which he classes as 
dismissal industries employ time-wages. It may, inched, be 
thought at first glance that the engineering trade belies this 
rule. Though, however, this trade contains a good deal of piece- 
work, it was until recently rmirdy a time-work trade, ^d so 
is no exception.’ In like manner, it is natural to find t^at in 
Cermany, where, before the war, trade unions were relatively 
weak, and where, partly as a consequence of this, a rigid 
standard rate in time-wage industries was much less effectively 
enforced than it wm in this country, the practice of meeting 
slack periods by working short time, rather than by a reduc- 
tion of staff, was considerably more general “ Some of the 
German authorities declare that the practice of short . time 
in some industries reduces earnings by as much as one-fourth 
or one-third in the course of a year. It is certain that, 
though certain British industries, notably coal-mining and 
the cotton industry, resort to the system of short time, the 
extent to which this system operates to lower the figure of 
unemployed workmen in the IJnited Kingdom is much less 
than in the German Empire.” ’ I do not wish to stress these 
facts unduly. They seem, however, to illustrate the general 
tendency set out at the beginning of this section. 

§ 5. As between rotation of hands and the two other plans 
the dominant fact is that the rotation method is troublesome 
to arrange and involves a good deal of organisation and colla- 
boration with the w jrkpeople. It appears to prevail among 
" the riverside com porters working regularly at the Surrey 
docks ” ; * it has been practised to some extent among the iron- 
workers of the north of England ; and it was tried, alongside 
of the short-time plan, in the cotton industry during a part of 

> Third Hepori of ths Committee m IHetreee from Want qf Mnployfnentf 
ETidence, Q. 4540. 

* Third Eepori rf the CommiUee on Didrese from Want of 
KYideBCOf Q. 4541 et eeq. 

* on the Cod of LMng in Oerman Toume [Cd. 4082], p« 522» 

Egwi qf the Royal Ccmmieeion on the Poor Law, p» 1156, footnote. 
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1918. Yet again, as a result of negotiations with the Tailors’ 
Trade Union, the Master Tailors’ Association aimounoed: 
“ We fully recognise that the work ought to be fairly shared 
during the slack seasons (subject to certain explanations), and 
we urge upon our members throughout the country to carry 
these principles into effect.”* But, broadly speaking, the 
inconvenience of this method has not permitted it to be 
adopted at all widely. 

§ 6. The general result is that, in the main part of 
industry, depressions are met by either the short-time method 
or the dismissal method, or by a mixture of the two. Sir Sydney 
Chapman gives some interesting figures to illustrate the vary- 
ing degrees in which different textile industries, all employing 
the same (namely, the piece wage) form of wage payment, 
have adopted the two methods respectively. Between 
November 1907 and November 1908 it appears that, in the 
cotton industry, among the firms investigated, a 13*3 con- 
ti-action of output was met, to the extent of 6 per cent by 
reduction of staff, and to the extent of 8*3 per cent by short 
time ; whereas, in the silk industry, an 8*1 per cent contraction 
of output led to a 6*2 per cent reduction of staff and 2*1 per 
cent short time.* As is well known, the method of short time 
is dominant in coal-mining, where it is carried out by a reduc- 
tion, in times of depression, in the number of shifts worked 
per week ; and the method of dismissal in the building, ship- 
building and engineering trades.* In a bill submitted to 

* Report on Oolleetive Agreemmto, 1910, p. xxviiL 

* Cf. Chapman, Untmployment in Lancashire, p. 51. When a firm employa 

factory worhen and home workers, it is, of course, to its interest in 

times to withdraw work from home workers rather than to reduce factory work 
and home work equally, because it is thus enabled to keep its machinery going. 
It may be added that the power to treat home workers in this way indirectly 
checks employers from superseding home work altogether by factory work, 
because it enables them to face the prospect of periodic expansions without the 
need of erecting factories too large for the demand of ordinary times. (Cf. Tessi- 
litsky, The Home Worker, p. 8.) 

^ Of course, it is not meant that in these trades no short time is known. On 
the contrary, even when the dismissal method is adopted for contractions of 
work from below the normal, what is, in effect, the ehort.time method is always 
adopted to some extent for contractions from above the normaL Thus, in tbw 
engineering trade, whereas the average amount of formal short time is very 
||uaU, overtime adds on the average Sf per cent to the normal man's working 
time (Cd. 2887, p. 100), and, as against overtime working, normal honta are. 
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the Italian Parliament in 1921 it was proposed that, " in 
the event of a necessary reduction of the staff (in any 
concern), before dismissing hands, the hours of work must be 
reduced to a minimum of thirty-six hours a week with a 
proportionate reduction of wages.” ^ , 

§ 7. Primafade it would seem that, from the stindpoint 
of the national dividend, the disipissal, or reduction W staff, 
method is certain to be more injurious than the short-time 
method, not only because the fear of unemployment m^y tend 
to make workpeople spin out their jobs unduly, bi^t also 
because this method reacts injuriously on the quality of 
those men whom it condemns to longer or shorter periods of 
unemployment. The most obvious way in which it does this is 
through the larger and more concentrated loss of individual 
earnings, which unemployment, as compared with short time, 
involvea This threatens severe privation in food, clothing 
and firing, not only to the men directly affected, but also to 
their wives and children. If pushed far enough, this privation 
may easily lead to a lasting physical deterioration. Nor is 
this all It may also cause those who suffer from it to supply 
their needs by means which threaten a permanent weakening 
of moral fibre. Inter alia, it may lead to resort to the 
Poor Law ; for, as is well known, the curve* of pauperism 
in this country follows about a year behind the curve of 
unemployment* Besort to the Poor Law, however, or to 
vagrancy, marks, according to some, a definite stage of descent. 
There is a definite line between poverty, where struggle and 
independence prevail, and pauperism. " Paupers are not, as 
a rule, unhappy. They are not ashamed ; they are not keen 
to become independent ; they are not bitter or discontented. 
They have passed over the line which separates poverty from 

of ooarae, really ahort time. All that ia meant ia that " the main method hy 
which these indnstriea adyoat themselves to a change in demand is by throwinf; 
oat workws or taking on more workers*’ (Llewellyn Smith, Third Seport thf 
CmmitUe on DUdreufnm UwmployrMfU, ETidenoe, Q. 4540). 

* Seowmic Jteview the FartAgn Prm, July 22, 1921, p. 190. 

* The interval ia probably partly dae to resistance made pcnaible tqr savings, 
the pawning of household goods, children’s earnings, etc. ; partly to the fact that 
a check to tine inJUno ojf pauperitm will not involve a diminution of pauperism 
until the inflow falls below the outflow brought about by death uid other causes 
(Of. Beveridge, Vnmployrnmi, p. 49.) 
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paupensm.” ^ Again : “ The men who enter the workhouse or 
go on tramp, leaving their families to the Poor Law, are, tus 
a rule, those whom adversity, combined, no doubt, with their 
own weaknesses, has made no longer able-bodied or respectable. 
Having once entered, they seldom return to industry a^ain.”* 
Sir H. Llewellyn Smith sums the matter up thus : “ It is, I 
think, a definite induction*from history and observation that, 
when risk falls outside certain limits as regards magnitude 
and calculability, when, in short, it becomes what I may call 
a gamblers’ risk, exposure thereto not only ceases to act as 
a blueing tonic, but produces evil effects of a very serious 
kind.” ® Leroy- Beaulieu in like manner declares, and is surely 
right in declaring : “ It is not the insufficiency of pay which 
constitutes, in general and apart from exceptional cases, the 
social evil of to-day, but the precariousness of employment.”* 
Nor is it only through the sense of insecurity that harm is 
done. The mere fact of idleness, apart altogether from the 
privation by which it is normally accompanied, is likely, unless, 
indeed, it is mitigated by opportunities for work on land 
belonging to or rented by themselves,® to exercise a seriously 
deteriorating influence — an influence, too, which grows rapidly 
as the amount of the idleness grows — ^upon the economic and 
general efficiency of those affected by it. The Royal Com- 
missioners on the Poor Laws have in evidence : “ The enforced 
idleness on completion of a job naturally throws the men 
upon their own resources, which is, in nine cases out of ten, 
the nearest public-house. The frequent change from strenuous 
hard work to absolute indolence to men of this character 
naturally tends to gradual moral and physical degeneration, 
and ultimately the individuals become unfit for work, even 
when opportunity offers.”* A large employer of labour is 

* Hunter, Poverty, p. 8. • Beveridge, Unemfloymmt, p. 80. 

* Pconomie Journal, 1910, p. 618. 

* JUpaiiition dee riehma, p. 612. 

^ In Belgium the oheepneas of workmen’s tickets on the nilwsys enables 
mny workers to live in cottages with gardens attached to them, to the oultiva. 
tion of which they turn when out of ordinaiy work. (Of. Rowntree, Utumpbry’ 
metU, p. 267.) 

® Quoted in the Jfinori^ Refoti, p. 1188. It has been abundantly proved, 
however, that the aggregate consumption of drink in the United Kin^om is 
greatest in periods of good employment, ft» the reason, no doubt, that good 
'Biployment is usually assooiab^ with hj|^ spending power among the people 
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reported to have said: -Between 5 «ad 6 per cent of taj 
skilled men are out of work juat now. Bnnng the loag spu 
of idl6D688 flDJ inverieWj deteriorates. 

T fiMfls the deterioration is r&j marked. The man 

L «il who l>»™ *0 lio with huge oimiber. of 
Sg moo i. that oothtog ho... wo* .(Toot yo tho 
calibre of such men than long spelJfl of i^eaesa. The 
Transvaal Indigency Commission report : " Unemployment is 
one of the most fruitful causes of indigency of a permanent 
and hopeless kind. However skilled a man may be, he is 
bound to deteriorate during a long period of unemployment. 
His hand loses some of its cimning and he acquires the habit 
of idlenesa The tendency is for the unemployed to sink to 
the level of the unemployable." * There is evidence that the 
men who have once become casuals are not readily reconciled 
again to regular work.* Eefereuce may also be made to 
the results of a recent American inquiry: “If a period of 
enforced idleness were a season of recuperation and rest, there 
would be a good side to lack of employment. But enforced 
idleness does not bring recuperation and rest. The search for 
labour is much more fatiguing than labour itself. An appli- 
cant, sitting in one of the charity offices waiting for the arrival 
of the agent, related hie experiences while trying to get work. 
He would rise at 5 o’clock in the morning and walk three 
or four miles to some distant point, where he had heard work 
could be had. He went early so as to be ahead of others, and 
be walked because he could not afford to pay car fare. Dis- 
appointed in securing a job at the first place, he would tramp 
to another place miles away, only to meet with disappointment 
again. ... As the man told Ms story, he drove home the 
truth that lack of employment means far more than simply a 

generallj. Of. A. D. Webb, “The Oonsumption of Alcoholic Liquor* in the 
United Kingdom" {StataUeoi Journal, Jut. 1913), and Carter, Control 
Iht Drink Trad*, pp. 90-94. It doe* not follow, of oontae, tihat those toho 
an adually manploytd moat drink lee* than tiiey did when employad. 

> Alden, Th* Unomployid, a Naiional QuaUea, p. 0. 

* Jiqwrt th* Trtamaal Indigmey Commiuloa, p. 120. 

• Some eridenee before the Unakillod Labour Committee of th* O.Oj®- 
iriate* how an attempt to convert oaanal doekmt Into permanent hand* fewed 
throttith th* men nfoeing to tom up regularly {Stpori, p. 1S8). 
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loss in dollars and cents ; it means a drain upon the vital forces 
that cannot be measured in terms of money.” * Moreover, the 
evil consequences of lean months are not balanced by good 
consequences in fat montha Indeed, it may well be that, 
when, as often happens, the fat months imply long hours of 
overtime, they will not yield any good effects to set against 
the evil effects of the leqn months, but will themselves add 
further evil effecta 

§ 8. It is at this point that the analysis of the two pre* 
ceding chapters becomes relevant. The inference that the short- 
time method of meeting depressions is always more advantageous 
to the national dividend than the dismissal method, to which 
the foregoing observations seem to lead, must not be accepted 
out of hand. There is an important consideration to be set 
on the other side. When, in the analysis just referred to, 
costs of movement were discussed, it was tacitly assumed that 
the gains from movement to be set against them were definitely 
determined by the economic situation, and needed no special 
investigation. In fact, however, this assumption is not wholly 
warranted. If, in a factory (or industry) employing 100 
men, the demand so falls that, at the current rate of wages, 
— which we assume to be maintained — part less 
work than before is required, this state of things may be met 
either by short time all round to the extent of part of 

normal time or by the dismissal of one man. It is plainly in 
the interest of the national dividend that one man should 
move elsewhere if the cost of movement, translated into terms 
of daily payment in the way described on p. 500, is less than 
the whole of the daily wage. If the method of dismissal rules, 
one man — the one who has been dismissed — will, in fact, given 
that he has the necessary knowledge, move elsewhere when 
this condition is fulfilled. But, if the method of short time 
(or rotation of work) rules, nobody will move unless the cost 
of moving, translated as above, is less than part of the 
daily w^;e. On this side, therefore, the method of short 
time must be more injurious to the national dividend than ^e 
method of dismiss^ When the costs of movement are so 
large ( 0 .g. when it is a question of moving from one skilled 

* Unm Sttttti Aauiim tiW Jhinau qt Laiom, No. 79, pp. 906-7. 
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industry to another), or when the d^nwaioa of demand ia 
onlv exDeoted to last for so abort a time, that movement 
woM Pl^^ P^' f 

to set against the direct and immediate advantages of short 
time. But, when the conditions are such that movement 
would have' taken place on the dismissal plan, but does not 
take place on the short-time plan,, the national dividend so 
far suffers. This is more likel/ to happen if a single firm 
adopts short time to meet a depression peculiar to itself, 
while there is a good demand for work in other parts of the 
industry, than if it adopts it to meet a depression shared 
by other firms ; for the costs obstructing movement between 
firms are less than those obstructing movement between 
industries. The above objection to the short-time plan 
deserves attention, but is not, of course, decisive. It is 
interesting to observe that an objection on exactly the same 
lines lies against the cotton industry’s war policy of rotating 
such work as there was among all the workpeople and pro- 
viding out-of-work pay for tho^ “playing” from a special 
levy upon such employers as were working more than the 
normal proportion of their machinery.' It also holds, in 
some degree, against all plans of unemployment insurance; 
for th^ plans leasen the gain that a man will get if he 
moves to a new trade where work might be obtained.* This 
objection also, it need hardly be said, is not decisive. The 
difference made to movement will generally be small, while, 

* For an account of the work of tlie Cotton Control Board during the war, 
ef. H. D. Henderson, Th« CaUon Conlroi Board. In August 1918, the rota 
system, which had been established in September 1917, was abolished, and it 
was decid^ that the proceeds of the speoiai levy should, henceforward, only be 
nsrf for giving out-of-work jwy to men played off definitely and oontinnously. 

The Jnte Control in March 1918 introduoed a scheme for oompensstiiig 
wmkm dismissed owing to a decision to stop certain machinery with a view to 
rwuoing jute consumption by 10 per cent But the compensation was specific- 
ally confined to workpeople who were not able to find other employment, and 
any workman who refused suitable employment without reasonable cause was to 
reowve no further benefit (cf. Labow OtueUt, 1918, p. 186). A similar condition 
was n^e in a plan adopted in Germany at about the same time for com- 
penMting workpeople whose work was stopped through shortage of 
(Xatourffoeefle, 1918, p. 141). e> 

•Under the British Insurance Act of 1927 an applicant for benefit may be 
asked to accept work, under suitable conditions, in an occupation other than 
Ms own : but naturally this is only likely to be dom as a lest resort. 
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on the other hand, many men will be saved from the grave 
injury which unemployment, if no proAdsion has been made 
against it, may inflict. Still, the fact that the objection* 
exists ought not to be ignored. In the very peculiar 
circumstances of 1921-23 in the United Kingdom, when, as it 
appears, the engineering and shipbuilding industries were 
overcrowded as a result fjf the movement into them during 
the war,* and the general interest required a substantial 
shifting of men out of them, it was of dominating importance. 

§ 9. In the foregoing analysis attention has ^n confined 
to methods of dealing with manual workers that play an 
important part in current practice. It will not have escaped 
notice, however, that salaried employees in the highest poste 
of business and other undertakings are not dealt with in any 
of these waya They are retained continuously and receive 
their salaries without reference to the amount of work they 
are called upon to do from time to time. Judges are neither 
dismissed nor do they receive diminished pay in periods when 
litigation is slack. The same thing is true of civil servants. 
University professors, soldiers and sailors, whether officers or 
men, and the principal officials in private and joint-stock 
businessea Why, it is sometimes asked, should not this plan 
be applied also to manual workers in industry ? Why should 
they not, when once engaged, be regarded as permanently on 
the strength, and, on condition of their presenting themselves 
for work, be paid full wages whether, in any particular period, 
there is much, little, or no work for them to do 7 It must be 
conceded at once that, in concerns in which the demand for 
labour is perfectly steady, the introduction of the permanent 
salary method would leave the national dividend unaffected. 
The men, if their wage level were rightly adjusted, would 
all be employed continuously at full wages anyhow. Where, 
however, the demand (or labour is liable to vary, things 
would work out differently. In view of the fact that workpeople 
would now get wages when they were not working, the mean 
level of wage rates would fell, so as to keep the annual 
earnings of an average man at about the old level Labour 

PP 24*6 ^ fVint$r Ummpkyment, by Dr. Bowley aod othen. 
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would have become a fixed iB tlie way (hat iateiBst 

MmeDt OB capitoi eguipment and the aalaiies of the high, 
Z are now a fixed charge; but the employer would pay ia 
!!!.«.*« over good and bad timea together, much the 
eaiSe^gate wages as at present On ^ snrfaw, there- 
faze, it might seem that this contemplated arrangement 
would differ fiem the present arrangement in book-keeping 
appearance rather than in essence. This, however, is not 
really so. Like resort to short time in periods of depression, 
but much more forcibly, it would stop workpeople from moving 
away from concerns that were temporarily or permanently 
depressed to others that were in need of labour. For the 
higher staff, who must be retained in these concerns in any 
case, this does not matter. No barm is done by tying to his 
place a man who will stay there anyhow. But for ordinary 
manual workers it does matter. Though, therefore, this plan 
might be applied, without injuring the national dividend, to u 
certain proportion of the ordinary workers that a firm employs, 
it could not be applied to all of them ; and to apply it to 
some and not to others would be difficult in practice. There 
is more to be said for a modified arrangement which has 
recently been proposed This is that manual workers should 
become, as it were, salaried employees, not of particular 
concerns, but of the whole of the industry to which they 
belong. When once registered to the industry, they should 
receive full wages on condition of presenting themselves for 
work at a bureau entitled to send them to any concern in the 
industry that has need of labour. This modified plan — which, 
in effect, amounts to a system of unemployment insurance by 
industry with a benefit equal to the full wage rate — would 
not interfere with movement from one firm to another within 
the same industry. It would, however, no less than the 
unmodified plan, obstruct movement from one industry to 
another. There would, moreover, be some technical difficulty 
in defining the conditions under which a man might become 
registered to a particular industry and those under which he 
should cease to be so registered. A full discussion of these 
matters cannot, however, be undertaken her& 
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THE PKACTICAB1LIT7 OF INTEKFERSNCE TO RAISE WAGES 

§ 1. The purpose of the remaiuder of this Part is to inquire 
whether, and if so in what circumstances, the size of the 
national diyidend can be increased by interference designed to 
raise the rate of wages in auy industry or part of an industry above 
the ‘‘ natural rate.” The natural rate is here taken to mean 
the rate that would prevail apart from interference by some 
person or body of persons external to the workmen and em- 
ployers directly concerned. Monopolistic action, whether by 
employers or by employed, is thus included in the " natural 
course of things ” ; and the only interference that we have to 
consider is interference by consumers and interference by public 
authorities, acting, not as consumers, but as governora 

§ 2. Interference by consumers consists in attempts by 
customers to compel employers to grant better conditions to 
their workpeople by agreeing to confine their custom to those 
whose treatment of their workpeople comes up to a standard 
that is considered fiur. The scope of this method varies 
greatly in different industriea It can be applied more readily, 
for example, to the hours of labour of assistants in retail shops, 
whom the customers actually see, than to those imposed on 
factory or domestic workers, whom they do not see.* It is 
always much r^trioted by the imperfections of customers* 
knowledge, and by the fact that many articles pass through a 
number of stages of manufacture before they reach the man 
who ultimately sells them to the consumer. Associations of 
private persons have, nevertheless, sought to employ this method 
through the devices of the White list and the Trade Union 

* Of. M4ny, Id fmtM d dmieiU, p. 173. 

Ml 
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Label.* It has been employed with greater effect by public 
bodies which have extensive contracts to offer. The Fair 
Wages Resolution of the British House of Commons in 1893 
endeavoured to secure that Government Departments should 
use it by demanding that, on Government contracts, not less 
than “ the rate of wages current (in the district) should db paid 
to employ4a” The London County»Council furnish a scqedule 
of wages, which all firms tendering on their' contracts must 
agree to pay to the workpeople they employ on them. Some 
municipal authorities insist, further, that no contract shall he 
given to a firm that fails to pay “ fair ” rates, not merely on 
the town's contract, hut regularly on all its work. 'Thus 
" Belfast and Manchester have standing orders, under which 
contractors tendering for, or executing, work must be paying 
all their workpeople the rate of wages, and observing the 
hours of labour, agreed upon by the organisations of employers 
and workpeople, and must not prohibit their workpeople from 
joining trade unions ; while at Bradford the contractor gives 
an assurance that, for three months immediately preceding his 
tender, he has paid all his workmen the rate agreed upon 
between the employers’ association and the trade union.”* 
Interference by public authorities — acting in their capacity, 
not as consumers, hut as governors — has been made familiar 
by Australasian experience, and now plays a considerable part 
in this country alsa To determine the way in which these 
different sorts of interference are likely to affect the national 
dividend is a complicated problem, which it is necessary to 
approach by stages. In this chapter I shall ask the prelimin- 
ary question whether it can in prac|iice be made operative, 
and whether, therefore, it can really affect the size of the 
national dividend at all 

1 The Anstnlien Trade Marks Act of 1905, which directed that all goods sold 
riiould be marked with a label, showing whether or not their makers employed 
Union labonr exclusively, was ruled by the High Court to be unconstitutional, on 
the ground that the Federal title to legislate about trade marks did not permit 
legii^tion in respect of marks not designed for the benefit of the manufacturer 
nsutg them {Eammitl, Bept 19, 1908, p. 682). 

* JReport of the Fair Committee, p. 60. Unless the requisiUon that 

oontraotoiB shall pay standard wages is made to apply to all tiieir woik, and not 
merdy to their work on particular contracts, nnsorupulous contractors can svade it 
by employing the same men for part of their time on contract work at fbll wages 
and for another part of their time on other work at exceptionally low wages. 
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§ 3. The answer to this question depends in part on the 
further question whether it is possible for employers and 
workpeople to evade the recommendations or decrees of the 
intervening body without being detected. Detection is made 
difficult by the fact that the contract, which an employer 
makes with his workpeople for their services, is complex, 
including, besides the money wage, explicit or implicit condi- 
tions as to speed of work, arrangements for the workers’ 
comfort during the work, and also sometimes provision for 
certain payments in kind. By operating on one or other of 
these items it may be possible for an employer, if he wishes 
to do so, to neutralise apparent additions to the money wage.* 
It is not, however, only in this way that undetected evasion 
can come about. Since a poor man will often prefer to accept 
a low wage rather than lose his job, collusion may take place 
between employer and employed, and, as is well known to 
happen in the Chinese factories of Victoria, a lower wage may 
be paid actually than is paid nominally. When workpeople 
are unorganised — and they are specially likely to be unor- 
ganised if they are very poor or if they work apart from one 
another in their own homes *— even a strong Government, not 
to speak of a Consumers’ Association, must have immense diffi- 
culty in enforcing its will. This fact may be illustrated firom 
the experience of our own laws about sanitation, safety and 
hours of labour for women and children. It has always been 
found very difficult to bring the smaller and less obvious units 
of a trade under effective control — especially as to hours of 
labour — since, in ^'domestic workshops” and among solitary 
workers, household and workshop labour can so easily be inter- 
mingled.* In England at present any place, where employers, 

* In thia connection it ia intereating to observe that the State Wages Boards 
of California, Oregon, Washington and Wisconsin are given pover to regulate, 
not merely wage rat^ bat also hours of work and “ conditiona of labour” for 
the women whom they cover {The WvrlePi Labour Lawt, Feb. 1914, p. 78). 

* Mr. Lloyd writes : "The chief reason why the grinders both in Sheffield 
and Solingen have been better organised than the cutlers is that they are more 
congregated at their work ” (JEconomie Journal, 1908, p. 879k 

* It is sometimes suggested that the law could be enforcea more easily if the 
giver>oat>of-work, or even the landlord, as well as the employer, in a domestic 
workshop, were made legally responsible for breaches of the law. (Cf. Webb, 
Evidence before the Royal Commission on Labour [0. 7068-1], Q. 8740.) In 
Massaohoaetts responsibility is sometimes thrown on the giver-o^t'Qf’Work. 
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working in their own hooses, employ persons from outside, is 
a " workshop ” and is subject to the ordinary provisions of the 
factory law. Any place where employers, working in their 
own houses, employ only members of their own family, is a 
** domestic workshop,” and its sanitary arrangements, and also, 
though in a less degree than ordinary workshops, the hours 
of young persons and children working in it, are regulated. 
But, when a home-worker works alone in her house fo^ an 
outside firm, these things are not regulated. Even in work- 
shops and domestic workshops, it is doubtful whether, with 
the existing staff of inspectors, the rules are satisfactorily 
enforced.^ Throughout, the inspectors’ task is exceedingly 
heavy; so much so that, in England, the demand for a 
larger staff is continually b<3iug made. If, however, the 
kind of regulation we liave just been discussing is thus diffi- 
cult, wage -regulation is more difficult still As has been 
well observed, wage rates are not, like sanitary arrangements, 
hours and so forth, things easily detected by the watch or nose 
of an inspector.’ Hence the violation of rules about them 
can scarcely be discovered except through overt action by 
the workers; and, when they are not organised, individual 
workers will often fail to act for fear a worse thing should 
befall them. The administration of the English Trades Boards 
Act has been much hampered by this difficulty, especially in 
its relation to home-workers.* Where, however, an effective 
workers’ association exists, this difficulty can be overcome. 
For the workers, having a sense of solidarity among themselves,' 
will not be terrorised into accepting less than the union rate 
by fear of losing their job, but will complain to the union 
officials ; and, even when individual wmkmen do not do this, 
their officials will play the part of a body of lynx-eyed unpaid 
inspectors. It is, therefore, encouraging to learn that State 
action designed to raise wages in depressed industries (ay. the 
chain-making industry) has several times led to an improve- 

> Of. the difficultiea experienoad is Now Zealrad aad Vietorie in anforong 
the kw limiting the boon of shop assistants. In Now Sooth Wales these diffi* 
enlties are partly avoided by means of a general law regulating the hours for 
all shops, whether employing asMstants w not (Of. Aves, Ri^ort m Bonn oj 
Bmpkvmtnt 4m Shops, p. 12.) 

* Mrs. Macdonald, Beonomie Journal, 1908, p. 142. 

* Of. Veasilitsky, The ffom Workor, chap. sii. 
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ment in the workpeople’s organisation. ** One especially 
hopeful feature in the situation (connected with the estab- 
lishment of Trade Boards) is that women in the industries 
affected are taking heart to join their trade iminnaj some 
of which have received large accessions of members. A 
frequent objection to wages regulation has been that it would 
be useless for unorganised trades, which are the very ones 
that need it most. The actual fact seems to be that the 
prospect of wages regulation is encouraging organisation by 
giving these poor workers the sense of some public support at 
their back.” * At the same time, of course, by giving them 
more money, it makes it easier for them to pay trade union 
subscriptions. These considerations seem to show that inter- 
ference, though it may sometimes be baffled by undetected 
evasion, cannot be thus baffled generally. 

§ 4. This broad statement, however, does not do full 
justice to the difficulty involved in setting up a really water- 
tight system of regulation. When it is practicable for the 
regulating authority itself to construct and impose a com- 
plete scale of piece-rates, there is, indeed, nothing further 
to be said. But this procedure can only be resorted to over 
a limited field, because in many industries differences of 
machinery, factory arrangements, quality of work required 
(e.g. in making button-holes) and so on, make a different piece- 
rate " appropriate ” to different firms ; and it is seldom practi- 
cable for a Trade Board or other official authority to have the 
knowledge needed to deal with these differences.* Conse- 
quently, as the Boards appointed under the British Trades 
Board Act have often found, the best they can do is to lay 
down a so-called minimum day-w^e as a standard, at the same 
time authcnising employers to draw up a piece-list, subject to 
the condition that the piece-rate shall allow an “ ordinary ” 
worker in their industry to earn the equivalent of this day- 
wage. In view of the fact that payment by the piece is expected 

* Hatchings nud Harrison, History cf Faeiory Legislation^ p. 269. For 
evidenm m to the fsTOarable reaction of Trade Boards upon organisation in 
the tailoring trade, of. Tawney, Minimum Antes in the Tailoring Industry, 
PP. 90*94. 

* For illustrations of tiiis diffioolty tt. HUyard, The fForksr emd the Stats, 
p* 68, 
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to evoke greater effort by the workers than paymait by time, 
the Trade Board Act of 1918 empowered the Trade Boards to fix 
a higher minimum day-wage as the standard for piece-workers 
than the minimum day-wage decreed for workers actually 
employed on day- wages, and most Trade Board indusMes in 
which factory work is done on the piece-wage system have i[ivailed 
themselves of this power.^ There is, however, yet another 
difficulty. Unless some further prSvision is made, then is a 
subtle opportunity for evasion on account of the ambiguity 
attaching to the term “ordinary.” To shut this loophole 
some definition of that term must be furnished. In the 
wage-determination given by the Trade Board controlling the 
paper-box-making trade this is done by providing that any 
piece-work operation must yield not less than the minimum 
day- wage to 85 per cent of the group of piece-workers 
employed upon it by any firm. Thus the 85 th worker 
(out of a hundred) from the top of the scale of capacity 
is taken to represent the worst “ ordinary ” worker. But 
even a numerical definition of this kind will not make 
evasion impossible. It is still in the power of employers in 
effect to force down the general standard of pay by dismissing 
their worst workmen, engaging better men instead of them, 
and then fixing a piece-rate below what would have been 
necessary to enable 85 per cent of their original workpeople 
to earn the standard day-wages. To escape this danger the 
Trade Board in the tailoring trade fixes a minimum time-wage 
for " ordinary ” workers, and lays it down that, if 85 per cent 
of a firm’s employees are earning this minimum, there is prima 
facie evidence that the piece-rates establi^ed there are adequate. 
But it permits this prima facie evidence to be rebutted by 
information that the number of slow workers employed by a 
firm at a particular rate has been substantially reduced. The 
85th man in a hundred is only to be regarded as the lowest 
** ordinary ” worker when the firm has not specially selected its 
workpeople.* The rule established by the Trade Board in the 
box-making industry is similar.* Such a rule obviously 

* Cf. Till7«-d, Tht Worker and the State, p. SO. 

• Cf. T»wn«y, Minimum Sates in the Tailoring Industry, pp. 50*61. 

’ Of. Bulkley, Minimum BaUs in the Bw-making Industry, pp. 21*S. 



OB. XII INTERFEEENCE TO EAISE WAGES 


637 


leads to delicate questions of detail, which must be referred, in 
the last resort, to some form of joint Board. Thus, under the 
Minimum Wage (Coal Mines) Act, the question whether any 
workman, whom an employer wishes to treat as below the 
ordinary, can rightly be so regarded, is adjudicated upon by 
a joint Committee of employers and employed. Under an 
arrangement of this kind^ evasion, if not stopped altogether, 
can, at all events, be effectively checked. 

§ 6. Granted, however, that evasion cannot take place 
without an overt breach of law that is capable of being 
detected, this does not by itself make interference with the 
natural course of wages really operative For it might happen 
that no sanction was available to restrain evasion even when 
it was detected. In fact, however, sanctions are available 
Even a Consumers’ Association commands the weapon of the 
iHjycott, and, when it is backed by a trade union, can also call 
upon that body to exercise in its behalf the weapon of the strike. 
A public authority controls a large armoury of sanctions. Of 
these the least stringent is a simple appeal to informed public 
opinion, like that relied upon in the Canaan Industrial Disputes 
Investigation Act. On this model, a law passed shortly before 
the war in the State of Massachusetts sets up a Commission 
with authority to investigate — through a Wages Board — any 
trade in which there is good reason to believe that the wages 
paid to women workers are inadequate to supply the necessary 
cost of living and to maintain the worker in health,” After a 
public hearing, the Commission recommends rates of wages, and 
“issues a decree of its award, together with a list of t^e 
employers who fail or refuse to accept it. This list is there- 
upon published in at least four newspapers, but no farther 
penalty is imposed.” ^ It would be an error to belittle the 
power of this form of sanction. There can be little doubt that 
the rates of pay of our low-grade workers " would be lower 
than they actually are but for the effective force of conven- 
tional or customary standards.” * It is probable, too, that the 

• Th$ H^orld't labour Law$, Fob. 1918, p. 49. A ■ummary of this low and 
of the similar laws of other American States is ^ven in Marooncini's Induatria 
mtaricUa, pp. 540 tt Mf. 

vf the MoyeU Oommiitiou on the foot Jtaww, Appendix, toL xvil 

P- 877. 
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frequency with which the wage of women workers used, before 
the war, to approximate to 10s. a week was, in some measure, 
due to the sanction of public opinion. A somewhat more 
stringent sanction is made use of, for a special and Umited 
purpose, in the English Trades Boards Act of 1909. T|iis Act 
provides that, in the preliminary period before the det«rmina> 
tions of Boards are made obligatory. Government co^racts 
shall only be given to firms which pay the wage rates they 
have recommended. A more stringent sanction still, was 
proposed by the Australian Excise Tarifl' Act of 1906, Which 
was afterwards declared by the Supreme Court to be uncon* 
stitutional.^ A differential excise duty was to be imposed upon 
native manufacturers who paid less than “ fair and reasonable ” 
rates to their workpeople. A policy substantially equivalent to 
this has actually been carried through in a kindred sphere 
of Australian legislation. “The Bounties Act 1907, the 
Manufacturers' Encouragement Act 1908, and the Shale Oil 
Bounties Act 1910, in providing for the encouragement of 
native industries, provide also for the refusjil or reduction of a 
bounty if the production of a commodity is not accomj^>anied 
by the payment to the workers employed in the productiou of 
a fair and reasonable rate of wages.” * If these lesser sanctions 
fail, resort may be had to fines, a sanction which is embodied, not 
only in the well-known laws of Victoria and other Australian 
colonies and in the British Trades Boards Act, but also in more 
recent laws — applicable only to women and minors — which 
were passed by the States of Oregon and Washington in 
1913.’ In some of these laws there is added also the sanction 
of imprisonment. Nor has the last word even yet been said. 
There is a sanction more pow^ul than fines and imprisonment. 
For there is always a margin between rates of wages, which 

* Mr. St. I^eger, in hi» book, AvHralian Soeialitm, pp. 894 tt ttq., print! 
the judgment of the Supreme Court 

* Federal Manettmdc, p. 476. Of. Bryce, Modem Demoeraeiet, toI. ii. p. 245. 

* Cf. Ledmtr OazetU, Jan. 1918, p. 204. By the md of 1928 seventr^^n 
Statee of the U.S.A. bad paesed some kind of minimum wage leghdatioo, but 
decisions of the courts hare since that time ruled moat of the laws to be 
unconstitutional. New laws relying on the sanction of puUio opinion cnlyi 
have been pasted in Maasachnsetts and Wuoonain (of. Mimimum Wage-pnr^ 
MaeMmry (Intermediate Labour Office, 1927), pp. 118 et etq . ; and Sej^ 9 
the D^Ugatwa to InduMrial OmdUum m Camim amd the U.S^A. [Cmd- 
2888], 1927, p. 92). 
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employers resent and would elect to resist by a temporary 
stoppage of work, and rates which would drive them to abandon 
their industry altogether. Of this margin the State or other 
public authority can make use in two distinct ways. First, 
in certain specially situated industries, it can threaten to expel 
employers from their occupation unless they consent to pay 
the wage rate which it decrees. When, for instance, as in 
ordinary or street reulways, a business depends upon franchises 
granted by authority, the terms of the concession may provide 
that any refusal to accept the authority’s decision about wage 
rates shall cause it to lapse. ’ Secondly, in industries in 
general, if obdurate employers try to pay less than the decreed 
wage, the State can subsidise workpeople who strike against 
them, or can even dose their works by force. By these 
devices it can deprive them of any third way between surrender 
and a permanent change of occupation. Kor is resort to such 
measures rendered impracticable by the chaotic character of the 
procedure which they would involve. They cannot be laughed 
out of court as meaning a ceaseless conflict between the Execu- 
tive and rebellious associations of employers. For their success 
is so certain that, if once the Government was understood to be 
determined upon them, resistance would hardly ever take place. 
At the worst, a single exhibition of force would be sufficient : 

That great two-handed engine at the door 

Stands ready to strike once and strike no more. 

This form of sanction is the most powerful of all that are 
available.* Of course neither it nor any of the other sanctions 
is absolute and compelling in all circumstances. Critics can 
easily show that, when employers are extraordinarily obstinate 
interference to raise wages cannot be successfully carried out. 
Hut this fact is not relevant to the practical iasua Wlicn 
it is asked how people can be compelled to continue in a 
particular industry at a loss, the answer is that they cannot 
be 80 compelled. But, as was indicated in the chapter dealing 
with compulsory arbitration, to prove that a law will wmeHmes 
^ail in its purpcme is a very different thing from proving that 

* Ot liitohdl, Organised Labcmr, p. 

* Cf. my Prinelj^ ami Methods of IndwdrM Peace, pp. Itl-S. 
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it is futile. It is not impomhU for murderers and incendiaries 
both to break the law and to escape the penalty. Judges may 
order a mother to deliver up her child to the custody of such 
and such a person ; but, if she chooses to disappear, or, in the 
last resort, to destroy either the child or herself, they} cannot 
compel her to obey. Nobody, however, cites these ^ts as 
evidence that the general body of our laws is without Wwer- 
ful sanctions. In like manner, nolbody ought to cite tne fact 
that the sanctions to authoritative decisions about wagra are 
imperfect as evidence that they are non-existent. They are 
real and potent. With their help interference to raise wages 
can be made operative in practice. 



ohaVtee xm 


METHODS OF ENGAGING LABOUR 

I 1, Before the effect of interference to raise wages is 
examined, it is necessary to make a preliminary inquiry into 
the methods of engaging workpeople ; for the effect produced 
by interference depends in part upon what these methods are. 
The reason for this dependence is that, when wages in any 
place or occupation are raised, an influence is set at work, 
which, according to circumstances, may draw new workpeople 
from outside into the place or occupation, or, per contra, may 
push out workpeople who are already there. This influence 
acts through the change which the wage movement brings 
about in the attractiveness of the place or occupation, on the 
one hand, to people outside it, and, on the other, to those 
already belonging to it. The change in attractiveness to 
these two sets of people is not determined solely by the amount 
of the change in wage and the nature of the relevant demand 
for labour, but also by certain other conditions rasociated 
with the methods of engagement in vogue. This can be 
proved as follows. The mathematical expectation of earnings 
in any place or occupation is measured by the aggr^ate annual 
earnings of all the workpeople of given quality attached 
to it at any time, divided by the number of those workpeople. 
If the methods of engagement are such that everybody of given 
quality, whether already engaged there or at present outside, 
has an equal chanoe of obtaining a share of employment in 
it, the attoactiveness of the place or occupation to outsiders and 
insiders a-bk* *- corresponds to this mathematical expectation, 
and, from tiie standpoint of both these classes, changes in the 
mathematical expectation correspond roughly to chmiges in 

541 
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attractiveness. This correspondence is not, indeed, complete, 
because to many men a given '' expectation of earnings ** made 
up of a higher nominal wage coupled with a worse prospect of 
employment is more attractive than an equal expectation made 
up of a lower nominal wage coupled with a better prosit of 
employment. Thus the Poor Law Commissioners report : “ In 
Liverpool it is freely said that the nominally high Wages 
attract men from the country and from Ireland, under the 
impression that they can get reguleur .work at these rabies.’'* 
Mr. Dearie speaks to like effect of the London building trades.^ 
Sir William Beveridge again, before the war, wrote : “ Men can 
be got to follow up work which gives them five shillings a day 
about four times in a fortnight, when they would repudiate 
with scorn a regular situation at fifteen or eighteen shillings 
a week.”* But this consideration need not be pressed here. 
It is enough that, in the conditions contemplated, there is a 
rough general correspondence between changes in the mathe- 
matical expectation of earnings and changes in the attractive- 
ness of the industry both to outsiders and to insiders. If, 
however, the methods of engagement are of such a sort that 
anybody of given quality, who has already been employed in 
the industry, will be taken on rather than a new man from out- 
side, the attractiveness to outsiders of the industry, when the 
rate of wages there is forced up — and the quantity of 
employment available thereby reduced — is necessarily zero, 
whatever the effect of the change may be upon ti e mathe- 
matical expectation of earnings. Yet again, if the methods of 
engagement are such that, among the workpeople of given 
quality who have already been employed, men are always, 
selected for employment in accordance with a formal or in- 
formal preference list, an enforced rise in the wage rate must 
press the attractiveness of the place or occupation to those 
insiders wk;> are near the bottom of the list down to zero. 
Of course, divergencies in the methods of engagement are 
more or less blotted out from the point of view of people con- 
sidering a long time beforehand for what industaies their 

* JS^tori ef the Boyal Commiseim on Out Poor Lavae, pk StS. 

* Unemploifmeml in the London Bniiding Trade, p. 127. 

* Unefn^fioymmd, p. 197. 
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children shall be trained. This, however, does not lessen their 
rdlevance to the effect produced by interference designed to raise 
wages. In the face of an enforced rise there are three 
possibilities : (1) the attractiveness of the place or occupation 
affected may correspond after the change, both for outside 
and for insiders, to the mathematical expectation of earnings 
there; (2) for all insiders it may correspond to this mathe- 
matical expectation, but fur all outsiders to zero ; and (3) for 
displaced insiders, as well as for all outsiders, it may be zero. 
The first of these possibilities will be realised if the method of 
engagement of labour is entirely haphazard and engagements 
are for short periods ; the second if the method is such that all 
insiders are preferred to any outsiders, but among themselves 
are on an equal footing ; the third if all workpeople interested 
in the place or occupation are implicitly or explicitly 
arranged, for purposes of engagement, upon a preference scale. 
Of the three methods thus distinguished the obvious label for 
the first is the carnal method and for the third the prtferenee 
method. For the second no satisfactory label is available, and it 
is necessary to invent a name : I shall call it the privileged 
class method. \ 

§ 2. The dutinctiou between these three methods can be 
made clear by examples. The casual method reigns when all 
comers of given quality (not necessarily all comers of different 
qualities) are accepted indifferently. The general nature of 
the method, is obvious. It is sometimes supposed that, when 
workpeop' for a number of firms are engaged through a 
central institution, it is necessarily ruled out by that fiict. 
But this is a confusion. It is open to Employment Ex- 
changes, just as much as to single firms, to engage men by the 
casual method ; and, in fact, the rules of many of them provide 
that they must do so. Thus, in a number of Employment 
Bureaux organised by trade unions in France, the officials “ allot 
situations to their members strictly in order of priority of ap- 
plication.” ' “ The Antwerp Bureau adopts the rule of sending 
workmen to situations in the order in which they apply at 
the office — a method which has been the subject of much 
criticism.”* In the Labour Bureau of the Berlin brewers 

* V.S.A. bulletin oj'Zo&wr, No. 72, 761. » JUd. p. 766. 
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" a workman must wait his turn before he is placed, t.e. on 
registration he gets a number and must then wait till all the 
numbers on the list prior to his own have been satisfied.”* 
Under all these arrangements the method of ei^agement 
that rules is the casual method. The privileged class method was 
formally established under the Liverpool docks scheme o| 1912. 
All workmen who were dockers at a given date were fuipished 
with a tally, possession of which gave them preferenob over 
workmen not holding tallies, while leaving certain clai^ of 
them still equal among themselves.' The preference method, 
whether formally or informally applied, is of wide scope. It 
implies that different workpeople of given quality are not 
hired indifferently but in some sort of more or less definite 
order, so that whatever work there is tends to be concentrated 
upon certain individuals, while the others get nothing. When 
an actual preference list is used it does not matter, from the 
present point of view, upon what basis this list is drawn up. 
One made by placing the names of applicants in order of 
their length of service in the industry — a specially good 
arrangement in a decaying trade — or even in alphabetical 
order, would answer the purpose. In practice, when prefer- 
ence lists among similar men exist, they are always a mere 
bye-product of lists designed to set in order of capacity a 
number of workpeople presumed to be dissimilar. Thus the 
Central (Unemployed) Body for Liondon suggested, among its 
model rules, that "the superintendent will recommend ap- 
plicants for employment according to suitability, but employers 
may select from the registered applicants any one whom they 
consider suitable.”* Broadly speaking, this policy is pursued 
by the Berlin Central Labour R^istry.* In so far as it 
involves llie placing in order of precedence of a number of 
men of egW capacity, it implies preference of the kind relevant 
to this discussion. 

* Schkw, Report on Agencies and MeOsodsfor iealvng vdtk the Unemployed, 
p. 84. 

• Of. WilliMas, The First Yearns Working of the Mverpooi Dedke SAem, 
ehapter i. 

• U.S.A. Bviletm gf Ldbawr, No. 72, p. 808. ^ 

* Of. Schlon, Report on. Agencies and Methods for dealing ndth the Un- 
esngdoged, p. 87. 
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§ 3. It need hardly be said that the methods of engage- 
ment ruling in different places and occupations are not 
sharply separated into the three types that have just been 
described. Bather, actual existing arrangements are, in general, 
compromises tending towards, but not identical with, one or 
another of them. The influences which determine the choice 
made between them are yery similar to those which were 
discussed in Chapter XL in connection with the choice 
between different ways of meeting periods of depression. 
Many of the considerations which make employers unwilling 
to resort to a reduction of staff in these periods — ^fear of 
losing men who for any reason have a special value to them, 
and so on — also make them hostile to the casual method. 
Therefore this method is likely to be adopted only when the 
men are so unskilled, and the detailed conditions of particular 
plants or works so similar, that a man’s value to an employer 
is not appreciably increased by his having been employed by 
him before. The preference method is favoured when the 
conditions are such that continuity of work by the same man 
is important, while to retain in bad times a larger number of 
men than is necessary by resort to short time would be costly 
or otherwise injurious. Where the technical objections to 
short time are less serious the way is open for the privil^ed 
class method. It will be readily perceived that in a 
“stationary state" the last two methods would lead to 
identical results. 

§ 4. It is interesting to observe that there is a connection 
between the casual method and the custom of short engage- 
ments. Long engagements are not, indeed, incompatible with 
some degree of casualness, because, even with annual engage- 
ments, provided the hirings of different people terminate 
irregularly, there will always be a certain number of jobs 
on offer; whereas, if the hirings of different individuals all 
terminate at the same times, at those times all the jobs that 
tliere are wiU be on offer. With very short engagements, 
however, practically all the jobs that there are will be con- 
tinuously on offer. Since it is only in respect of jobs on offer 
that casualness is possible, it follows that the casual method 
cannot be developed so completely when long engagements 
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prevail as when short engagements do ; or, more generally, that 
every increase in the length of the normal period of engage- 
ment, in an industry in which the casual method prevails, will, 
to some extent, undermine that method. In great measure, 
long engagements are a bye-product of the same caiuses that 
make employers prefer the preference or privile^d class 
method to the casual method, and have not themselves any 
causal influence. Sometimes, however, long engagements are 
fostered by causes other than these, and then the long\ engage- 
ments, or, more strictly, the causes which bring thei^ about, 
operating through them, are properly regarded as additional 
factors m alrin g against the casual method. Among skilled 
Tna.inifl.1 workere, in industries where continuous service to the 
public is extremely important, long engagements have some- 
times been introduced as a device for obviating strikes. An 
example is afibrded by the agreement of the South Metro- 
politan Gas Company with its “ co-partners.” " The agreement 
is a definite engagement on our part to give a man work for a 
period varying from three months to twelve months, and the 
great bulk of our men work under such agreements. The 
origin of it was, as perhaps you may have heard, in order to 
prevent a large number of men giving notice to us at the 
same time. At the time of our strike in 1889 all the 
stokers gave notice at one time. In order to obviate that, we 
instituted a series of agreements, to fall in so many every 
week. It is not compulsory. The men can sign them or 
not as they please, but those who do sign partake in the 
prosperity of the Company. At present, the men who have 
signed are getting 10 per cent on their wages as a result of 
being under agreement, so you may realise that there is no 
difficulty in getting the bulk to sign.”' Among unskilled 
workpeople, not only is this positive motive for long engage- 
ments generally weak, because, in the event of a strike, their 
work can be more easily replaced, but there is sometimes a 
negative motive working definitely in the opposite sense. 
For, whereas, among skilled men, their own greater intelli- 
gence and the existence of strong union organisation make 

* Separt qf hht Charity OrganittUiaa SoeUty'i CSmimiMm «* V t ukillti i 
1908, p. 170. 
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disciplinary machinery unnecessary, among the rougher class 
of the unskilled, foremen may find it impossible to enforce a 
fair day’s work imless the weapon of instant dimnissal is ready 
to hand^ Moreover, it must be remembered that, among aU 
classes of workers, short engagements may, as was indicated 
in § 1, be preferred by the men themselves, just because they 
make casualness possible. , The majority of the Poor Law 
Commissioners write : “ The ‘ docker’s romance,’ as it is called, 
is that he, alone of all tradesmen, can take days off when 
he likes, without suffering for it. . . . At Southampton docks 
several cases have come under notice, where permanent hands 
have asked to be given casual employment.” * Mr. Walsh, in 
like manner, writes that a large percentage of men have taken 
to the docks, “because the work there is intermittent and, 
therefore, more congenial to them than other occupations, 
where regularity in attendance is required.” * 

§ 5. It is possible for the Government, by direct action 
designed to encourage the re 'engagement of the man whose 
engagement has just terminated rather than of a new man, 
to combat the casual method in the same way that the 
establishment of a system of long engagements would do. 
Thus the Poor Law Commissioners write : “ One method of 
discouraging casual labour would be the imposition of what 
we might call an 'employment termination due.’ That is 
to say that, to the termination of an engagement, either by 
the mastmr or by the man, should be attached a small 
payment, both by the master and the man, in the nature 
of a fine or stamp duty to the State. The tax, or * employ- 
ment termination due,’ could be very easily levied by means 
of stamps placed upon a ‘termination of employment’ form, 
which it might be made incumbent upon every workman to 
produce to the labour exchange upon registration. It is 
urged that the advantages of this system, if it could be 
adopted, would be threefold. In the first place, it would 
discourage the, so to speak, wanton termination of employ- 
ment either by the employer or the employee. In the 

* Of. M«ann. Pringla uiul Jaekson's Etfori to tho Poor Lone Cornmiititm, 
Appendix, vol. idx, p. 16. 

Report Oe Cbmintfinm on tkt Poor law*, pp. SS5 and 364. 
tm Podt loW, p. IS. 
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secoad place, it would discourage also the employmeut 
of casual labour, inasmuch as, the more casual the labour 
employed in a concern, the greater would be the amount 
of ‘employment termination due’ which would have to be 
paid. And, thirdly, to the extent to which it did ^ot deter 
either of these practices, it would afford a source of) revenue, 
which might be devoted to defraying the cost ot one or 
other of the proposals which we shall make.” * \ Devices 
of this sort, if introduced, would undoubtedly strengthen the 
desire of employers to keep posts occupied as far as 'possible 
by the same men, and so would enhance the stimulus, which this 
desire affords, towards the adoption of methods of engagement 
other than the casual method. The provision of the National 
Insurance Act of 1911 (not continued in the Act of 1920), 
to the effect that, “ when an employer has employed a man 
continuously throughout a period of twelve months, he may 
recover one -third of the contributions paid for that man,”* 
was a device of the kind contemplated. We must not forget, 
however, that all such devices not only encourage employers 
to fill posts, which they have decided in any event to 
fill somehow, with the same man continuously, but also 
encourage them, in some slight measure, to keep men on 
in posts which otherwise they would have been inclined 
temporarily to close down. Pro tantOy the effect of this is 
to check the free movement of labour from centres of fall- 
ing demand to centres of rising demand, thus impeding its 
most advantageous employment. The direct injury which these 
devices would in this way inflict on the national dividend 
needs to be set against whatever indirect benefit they may 
confer upon it. 


* JUpori (f the Royal Commission on Uu Poor La wa^ pp* 41 041. 
* ExpUnator; Mamoraudum [Cd. 8911], p* 6. 
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INTERFERENCB TO RAISE WAGES IN PLACES AND OCCUPATIONS 
WHERE THEY ARB UNFAIR 

§ 1. It is convenient to use the term money wages in a wide 
sense, so as to include a money estimate of any payments in kind 
that there may be. Thus something should be added to the 
literal money wages recorded for food and drink provided for 
agricultural labourers, for coal provided for coal-miners, for 
housing and food provided for domestic servants, and so on. 
For the purpose of this chapter wages are taken to mean 
money wages con’ected in this way. Provided that the 
wages paid to workpeople in all places and occupations were 
equal to the values of the marginal net product of their 
work — possible divergences between private and social net 
product are, for the present purpose, ignored — and provided 
that the distribution of all grades of workpeople among 
different places and occupations were such as to maximise the 
national dividend in the wide sense of Chapter IX. § 2, there 
would be established between different people’s w^es a cer- 
tain relation. This rdaiion I define as fair} As between 
similar persons it is equivalent to the relation of eqtudMy, 
subject to adjustment for differences in incidental advantages 
and disadvantages as described in Chapter IX. § 2. My 

' ir we were oonaidffiring the relative earnings of all classes in the population, 
it would bo convenient to define as fair the relation which would prevail if not 
only the conditions postulated in the text W'ero satisfied, but also the inequalities 
of opportunity for Question and training referred to in Chapter IX. f 1 were 
removed. The discussion as to when interference with what is unfair in this 
Wider sense is socially advantageons would follow the same lines as the dis- 
o'lesion in the text. Here, however, we are concerned with fairness inside the 
wage-earning class where inequalities of opiiortanity iday a comparatiTely 
uwmporunt part. 
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definition thus conforms to that given bj Marshall when he 
writes that, in any given industry, wages are fair relatively to 
wages in industries in general, if, allowance being made for 
differences in the steadiness of the demand for labour, “ they 
are about on a level with the payment made for /tasks in 
other trades which are of equal difficulty and dis^reeable- 
ness, which require equal natural abilities and an equally 
expensive training.”^ As between persons who \are not 
exactly similar, fairness implies wages which, after\ adjust- 
ment for incidental advantages and disadvantagl^s, are 
proportioned to “ efficiency ” ; the efficiency of a worker being 
measured by his net product conceived as marginal,* multiplied 
by the price of that product While, however, it implies 
this, it, of course, does not imply only this.* On the above 
basis, and utilising the results of Chapter IX, I shall ask, 
first, whether, and, if so, in what circumstances, the national 
dividend will be benefited by interference — in the form, 
for example, of the legal enforcement throughout a district 
or occupation of piece-rates equal to those paid by reput- 
able firms there — designed to raise wages in a particular 
centre that are unfairly low relatively to those ruling in 
industries in general ; and secondly, whether, and, if so, 
in what circumstances, it will be benefited by interference 
designed to raise wages that are already fair. In the 
present and following chapters I shall endeavour to answer 
th^ questions upon the assumption that the reactions 
produced by the earnings of workpeople upon their capacity can 

* Marshall, Introduction to L. L. Price’s iTidtutrial Peaee, p. xiii. I hare 
ventured to substitute equal for Marsball's equally rare natural abilities, which 
does not seem to be quite correct (Of. posfrOhaptw XVI.) 

• Of. aide, Part II, Chapter II, g 4. As will appear more in detail presently, 
efficiency thus conceived is not merely a function of a worker's personal quality, 
bnt also of surrounding drcnmstances. But, none the lees, other (hitiqs being 
equal, an enhancement of physical, mental, and moral strength in pnerd carries 
with it an enhancement of efficiency. It is necessary to distinguish this use ol 
the term from two other uses. Efficiency does not mean for ns, as it means for 
mgineers, the ratio of the output of energy to the intake of fuel, or, in other 
words, the ratio of the value of a workman’s produot to his wage. Nor yet 
does it mean for us, as it means for Mr. Emerson, the ratio of a man’s actual 
output to the output which the tasksetter holds that he on^t to be able d 
produce without undue strain, a man of 100 per oent efficieaoy being one whs 
produces exactly the allotted task. 

» Of. poet, Chapter XVL 
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be ^ored, and I shall reserve for Chapter XVIII. the inquiry 
how £ar our results must be modified when that assumption is 
removed. Let us turn then to the theme of the present chapter, 
namely, the effect, apart from the reactions on workpeople’s 
capacity, of interference with unfair rates of wages. 

§ 2. In real life, when the wage rate ruling at any point 
is unfairly low, the unfairness may be the resultant of two or 
more separate elements ol unfairness, produced by different 
causes, which operate perhaps in the same, perhaps in contrary, 
directions. In the practical treatment of a case of this kind 
the consequences of interference against each of the different 
elements of unfairness would need to be examined separately, 
since it might happen that interference was desirable against 
one element and undesirable against another. But, though 
this consideration creates a difficulty for practice, it makes 
no difference to the form of our analysis. For purposes of 
exposition, therefore, we are justified in ignoring it and in 
confining attention to those forms of unfair wages in which 
the unfairness consists of a single element. This is the 
method that I propose to adopt in the following discussion. 

§ 3. It is of the utmost importance to distinguish between 
two principal sorts of unfair wage. On the one hand, wages 
may be unfair in some place or occupation, because, though 
they are equal to the value of the marginal net product of 
the labour assembled there, this is not equal to the value of 
the marginal net product, and, therefore, to the wage rate, of 
similar labour assembled elsewhere. On the other hand, wages 
may be unfair in some place or occupation, because work- 
people are exploited, in the sense that they are paid less 
than the value which their marginal net product has to the 
firms employing them. The effects of interference with 
these two kinds of unfairness are by no means the same, and 
the discuKiion of them must be kept sharply separate. In 
the next three sections I shall be considering exclusively 
interference with wages, which, though unfair, are equal to 
the value of the marginal net product of the workers directly 
affected, and thus involve no exploitation. 

§ 4. One preliminary observation of a general character 
should be made. Given that the number of workpeople (of 
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given quality) assembled in a particular place or occupation 
is such that, in the existing conditions of demand there, the 
value of the marginal net product of labour is not sufficient 
to carry with it a fair wage rate, the effect which interference 
would have on the national dividend is entirely independent of 
the reason why the conditions of demand there are what they 
are. On reflection this is obvious. But in popular ai^ument 
it is frequently ignored. Thus manufacturers in out^of-the- 
way districts often urge that the inferiority of their machinery 
or the magnitude of their freight - charges — factors \which 
depress the level of their demand for labour — “justify” the 
payment of a wage lower than that paid by their competitors. 
In an agreement made in the coal industry of Illinois, Indiana, 
Ohio, and Pennsylvania, the validity of this plea was formally 
recognised, and “ the scale nicely adjusted so that the districts 
with the better quality of coal and the lower railway charges 
are required to pay enough higher wages than other districts 
to counterbalance their superior natural advantages.” ^ 
Much argument has been expended upon the question 
whether pleas of this type are sound or unsound. The truth 
of the matter is that they are neither the one nor the other, 
because they are irrelevant. The effect which interference 
with unfairly low wage rates at any point produces on the 
national dividend will be good or bad according to the way 
in which it reacts on the distribution of labour power between 
different places and occupations (including the occupation of 
idleness). The character of this reaction is not made different 
by any difference in the causes through which the existing 
conditions of the demand for labour at the point affected have 
come about. It depends exclusively on the causes which 
have prevented the number of workpeople attached to that 
point from so adjusting itself to the existing conditions of 
demand there as to make the value of the marginal net 
product of labour equal to what it is elsewhere, or, in districts 
where the cost of living for workpeople diverges from the 
normal, different from what it is elsewhere by the appropriate 
amount.^ We have, therefore, to distinguish the principal 

* CUuM 8 of tgreeiaent, U.S. BulUtvn Labmr, Jotiuarj 1887, p. 173. 

’ Cr. omU, Chapter IX. i 2. 
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causes to which failuie of adjustment maj be due, and to 
examine in turn the effects of interference with each of the 
different types of unfair wages for which these several causes 
are responsible. 

§ 6. First, the wage rate in some place or occupation 
may be unfairly low because the costs of movement prevent 
workpeople there from moving to other places or occupations 
where the wage rate is higher. Among unfairly low wages 
of this kind are included the abnormally low wages that may 
rule (1) in some country distant from others and differing 
from them in race, language, or religion; (2) in some 
occupation, movement from which to other occupations would 
involve much loss of skill ; (3) in some occupation mainly 
filled by low-grade unskilled workpeople, the failures of higher 
classes, who have spent their energies in attempting a skilled 
trade or in confidential service to a particular firm, and are, 
consequently, incapable of becoming either high-grade un- 
skilled labourers or skilled workers of another kind ; (4) in 
some district, movement away from which would involve, for 
the workmen who move, the loss of special opportunities for 
earnings which that district offers to their women folk, 
or, for women workers, to their men folk ; and (5) in some 
form of work, to wit, home work, to which more people 
are tied by the non-eeonomic compulsion of family cares — a 
very large proportion of home workers are married women or 
widows* — than, in the existing highly developed state of 
factory manufacture, economic considerations alone would 
warrant. It can be shown in a summary manner that inter- 
ference designed to raise any of these forms of unfairly low 
wages will, apart from reactions on capacity, be injurious to 
the national dividend. The only part of the effect which 
even appearg to be advant^eous is the movement — if any 
such is set up — of certain workpeople away from low-waged 
places or occupations to others ; for the diminution of work 
available to those workpeople who do not move away 
obviously involves nothing but loss. But the argument of 
Chapter IX. has already shown that that movement of 
workpeople, though it appears to be advantageous, is not 

* Ot YaMllitdky, Tht Uom Wvrktr, p. 18 . 
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really bo. For no doctoring of the wi^e rate can alter the 
costs of movement ; it can only cause the obstacles set up by 
them to be leapt over or forced. So long, however, as the costs 
of movement are what they are, that distribution of labour 
which differs from the absolute ideal only on aocounit of the 
costs of movement was shown in Chapter IX. to be she ideal 
distribution relatively to the fact of those costs} Any change 
of distribution, therefore, so long as those costs remaip, must 
actually make the dividend smaller than it would otWrwise 
have been. Plainly, therefore, no loop-hole is left for any gain.* 

§ 6. Secondly, the wage rate in some place or occupa- 
tion may be unfairly low because ignorance retains there 
workpeople, who, if costs of movement alone were in question, 
would find it advantageous to move. To determine the effect 
of interference in these conditions is more difficult than it 
was in the conditions discussed in the preceding section. 
For, as was shown in Chapter IX., while the forcing of 
obstacles set up by costs of movement involves a loss to the 
dividend, the forcing of those set up by ignorance involves 
a gain. Hence, so far as the effect of pushing up wages in 
a low-wage place or occupation is to transfer workpeople from 
employment in that place or occupation to employment else- 
where, the national dividend will be increased. The apparent 
advantage involved in movement, where movement occurs, is 
also a real advantage. Before, however, any conclusion can 
be drawn as to the ne^ effects of interference, we need to inquire 
how far, and in what circumstances, the pushing up of wages 
will transfer superfluous workpeople elsewhere. 

When the method of engagement that prevails is the 
preference method, it is plain that, whether the demand for 
labour is elastic or inelastic, no superfluous new employees 
will be tempted to attach themselves to the place or occups- 

> It ahould be noted, bowerer, that, as old employees die off, them 0Mt« 
will disappear ; for to young men contemplating a choice between the occupation 
we are considering and otlicn there will be no costs. Hence, if wages there are 
still unfairly low after a number of years, this will presnraably not be because 
of costs, and the above argument against interference does not apply. 

* Thus, in so fu* as home workers earn a wage equal to their marginal 
worth — which ie often low because they an in direct competition witn 
madiinery of great efEoiency— and an pnvented from moving into factory 
work by family necessities, the national dividend, apart fiwm ponible reaction 
on oapadiy, would be injured by any frnning up of wage rate 
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tion where the wage rate has been raised, and that all persons 
dislodged from employment there will know themselves to be 
definitely and finally dislodged. For, undmr this method, 
certain men are formally preferred to others, and it is known 
that whatever work is available will be wholly concentrated 
upon them. In these circumstances, since, if the others do 
not move, they must expect to earn nothing at all, they will 
be under a very strong inducement to move. Hence the 
whole effect of the enhancement of wages will consist in the 
transference of some workpeople from points of less effective 
employment to points of more effective employment. Except 
as a temporary incident in the process of transition, no un- 
employment or partial employment will be created anywhere 
as a set-off against this gain. Consequently, interference 
designed to force up wages to the fair level mu$t benefit the 
national dividend. 

When the method of engagement of labour is either 
the privileged class or the casual method, the effect on the 
national dividend is different according as the demand for 
labour, in the place or occupation where the wage rate is 
raised, has an elasticity less than, or greater than, unity. 
If the elttfticity is less than unity, the attractiveness of that 
place or occupation to workpeople already assembled there will 
be increased, because the mathematical expectation of earnings 
will be increased. Consequently, imder either of these two 
methods of engagement, there is no reason to anticipate 
any movement of workpeople away from that place or 
occupation to others; and under the casual method there 
will probably be some movement in the opposite direction. 
It is certain, however, that the amount of work available in 
that place or occupation will be diminished. Hence the 
national dividend will necessarily suffer. If the elasticity of 
the demand for labour is greater than unity, the attractiveness 
of the place or occupation to the workpeople assembled there, 
as well as to outsiders, will, under both these methods of 
engagement, be diminished when wages are raised. There- 
fore, it is prima facie probable that some workpeople will 
move away ; though it should be remembered that, in so far 
^ workpeople are better acquainted with, and so attach 



556 


ECONOMICS OF WELFAEE 


rt. m 


more importance to, the nominal wage than to the prospect of 
continuous employment, the tendency to move may meet with 
considerable obstruction. This obstruction is the greater 
in that those workpeople who could move most easily, 
namely, the young men, are not likely to be hit by uneifaploy- 
ment so much as the “ average ” worker. To the extent that 
movement does occur, the national dividend will be made larger. 
But, on the other hand, some workpeople, who formerly were 
fully employed, are likely, at all events for some tinie, to 
remain in the place or occupation in partial employi^ent. 
The injury which the national dividend suffers from this 
cause may either exceed or fall short of the bene6t which 
it receives from the movement of the other workpeople. 
It is impossible to say generally whether the net result 
will be advantageous or disadvantageous. It will be different 
in different circumstances. There is, however, one case in 
which a definite solution is obtainable. Where the elasticity 
of demand is so great that the raising of the wage rate 
to the " fair " level reduces the demand for labour to zero, the 
attractiveness of the place or occupation to all workjieople 
is also reduced to zero, and those assembled at it rrnist, there- 
fore, move away. This condition is satisfied when individual 
employers are so incompetent, or individual factories or 
mines are so badly situated, that the enforcement of fair 
wages causes them to collapse altogether before the 
competition of others. When it is fulfilled — it will be 
remembered that we are here discussing cases in which 
movement on the part of workpeople is obstructed, not at 
all by cc^ts {e.g. the cost of learning a new trade) but only 
by ignorance — the national dividend is bound to be increased 
by interference designed to enforce fair wages. 

§ 7. We now turn to the second main class of unfair wage 
rates that was distinguished in § 3, namely, wage rates that 
are unfair, not because the value of the marginal net product 
of labour at the points where they occur is insufficient to yield 
a real wage equal to wages elsewhere, but because exploitation 
an the part of employers forces workpeople to accept in 
payment for their services less than the value which the 
marginal net product of their services has to these employoi^^- 
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There is, indeed, something artificial in this statement of 
the problem, because, if any employer, or body of employers, 
exploits the workpeople in his service, he will, in general, 
not be able to hire as much labour as would have been 
available for him otherwise, and, consequently, the value 
of the marginal net product of such labour as he does 
hire will be indirectly ^ raised. Hence, in general, if an 
employer exploits his men by paying them 5s. a week 
less than the value of their marginal net product to him, 
this will not mean that they are getting 6 a a week lees 
than the fair wage obtainable for similar work elsewhere, 
but perhaps only ds. or 3s. less than this,^ This being 
understood, we may proceed to investigate the way in which 
unfairly low wages due to exploitation may be brought 
about. 

It was explained in Chapter VI. that, if perfectly free 
competition prevailed everywhere, the wage rate paid by any 
employer in any occupation would be determinate at a 
definite point. The value of the marginal net product of 
labour of given quality would be the same to all employers 
— to simplify the exposition we ignore for the moment 
local differences in the cost of living — and, if one employer 
offered a man less than others, that man would know 
that he could at once get as much as this value of his 
marginal net product from others. In so far, however, as 
movements of workpeople are hampered by ignorance and 
costs, a monopolistic element is introduced into the wage 
bargain. Consequently, there is created a range of indeter- 
minateness, within which the w'ages actually paid to 
any workman can be affected by individual "higgling and 
bargaining.” The upper limit of this range is a wage equal 
to the value of the marginal net product of the workman to 
the employer engaging him, it being understood that this 
value is not fixed from outside, but depends in part upon 
how many men the employer concerned chooses to engaga 
The lower limit is a wage equal to what the workman believes 
he could obtain by moving elsewhere, minus an allowance to 
balance the costa of the movement. The width of the gap 

* 01 appimdix lit. I $0. 
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betweea the workers’ minimnm and the employers’ maximum 
varies in different circumstances. It is made larger when the 
employers in a district tacitly or openly enter into an agree- 
ment not to bid against one another for labour, since, in 
that event, the alternative to accepting terms froni them 
is to seek work, not near by, but perhaps in an unknown 
district. For example, in some districts the rate of pay to 
agricultural labourers had, before the war, become a 

matter of tradition and custom. Though condition^ had 
become quite different from what they were when\ this 

tradition crystallised, nobody ventured to take the initia- 
tive in breaking away from it. " The farmer,” says the 
Report of the Land Inquiry Committee, “ has been accustomed 
to pay a certain wage and to feel that the conditions of 

farming would not allow him to go beyond that limit, and we 

have found instances of his going without labour for a time 
rather than grant a rise in wages. ... His line of defence is 
greatly strengthened by the solidarity of interests among 
farmers. If an employer in the town wishes to make a sub- 
stantial advance in wages, he can afford to be indifferent to 
the resentment, if any, among other employers. But the 
personal bonds between farmers are extremely close, and the 
best employer of labour is sensitive to social ostracism. From 
many parts of the coimtry we have heard of cases where 
farmers would willingly raise wages but for fear of local 
opinion. Thus, a farmer told us that, to avoid the appearance 
of paying higher wages than the farmers round him, he had 
actually resorted to subterfuge and adopted a bonus method 
of payment.” ^ The width of the gap is also greater the more 
free employers are to make use of devices likely to aggravate 
the ignorance of their workpeople as to the real amount of 
the earnings they are receiving — such devices as are combated 
by the “ particulars clause,” the Truck Acts and the other forms 
of protective legislation that were discussed in Chapter IX. 
§ 8. Whenever any gap exists, exploitation of the work- 
people up to the measure of this gap is posnUe} 

* Report qf the Land Inqviry Committee, 1914, vol. i. p. 40. 

* It i» aometimei thought that an employer’s power of eaploitation » 
always greater under a piece.wage than under a time-wage system. But this w 
not so. Wwkpoople engsged in operations, the psee of wbieh is dependent Q}*oe 
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Whether and how far, when the extent of the gap is 
given, exploitation will actually take place, depends partly 
on the relative bargaining power of the employers and work- 
people concerned and partly on the willingness of the stronger 
party to exercise its power. Even when the gap is large, the 
occurrence of exploitation is not certain, and, in occupations 
where the workpeople have been able to organise themselves 
into strong Trade Unions, supported by a reserve fund and 
bargaining for their wage rates as single collective wholes, it is 
not even probable. But, in occupations in which the work- 
people — whether because they are widely scattered in space, 
or because they are poor and ignorant, or because they are 
women who do not expect to continue in industry after 
marriage, or for any other reason — are unorganised, there are 
grounds for fearing that exploitation will often occur. The 
chief of these is that, when workpeople are unable to combine, 
an employer generally possesses considerably greater strategic 
strength than his opponents. First, the actual process of 
bargaining is one to which he is accustomed and to which he 
is, in a sense, trained, while these things are not true of the 
generality of workpeople. Women workers and children are 
especially weak from this point of view. Secondly, partly 
because he is richer and partly because he employs a con- 
siderable number of workmen, an employer usually stands 
to suffer a smaller loss of well - being when a bargain 
with an individual workman fails to be consummated than 
that individual workman stands to suffer. He is, therefore, 
in a better position to push things to extremes. The 
significance of the number of people employed is brought 
out by the comparative weakness of employers in bargains 
about domestic service : “ The alternative to the well-to-do 
woman of doing without a servant for a single day is perhaps 
as disagreeable to her as the alternative to the servant of 
being out of a place; and the worry and inconvenience to 


Miachinery controlled by employers, often prefer pieoe*wsges on the ground that, 
under that system, they will be sutdeoted to Im oTerstrain through apeediug-ap 
than they would have to put up with under time-wagea. The cotton oj^tivea 
aud the operatives in those eectiww of the boot-trsde where msohinery is 
wKcly employed appear to take this visw. (0£ Lloyd, Tnd» UwiaiUim, pp. 
) 
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the mistress of finding another servant is at least as great 
as the discomfort to the servant of getting another situation.” ^ 
Thirdly, in some circumstances for a workman to refuse an 
employer’s terms involves for him further evil in addition 
to loss of wages. This will happen if, besides being la work- 
man, he is also a tenant to his employer, and so liable 
to eviction from his house. In view of these consid^tions, 
if an employer of unorganised workpeople chooses to Exercise 
his bargaining power, he can pay wages much ne^er to 
the workman’s minimum than to his own maximum. Where 
employers reckon to keep the same workpeople for a long 
time, fear of injuring these workpeople’s future efficiency 
may induce them in their own interest to concede terms more 
liberal than they need have done. Furthermore, it is to 
be expected that feelings of generosity and kindliness will 
often prevent employers from fully exercising their power. 
But, when they are themselves very poor, there is little scope 
for generosity; and, even when they are not very poor, if 
they work through foremen or sub-contractors employed upon 
piece-profits, there is little prospect of it.® It follows that, 
among unorganised workpeople unable to bargain collectively, 
a number of men and women are likely to be paid wages 
approaching much more nearly to the lower than to the upper 
end of the range of possible rates. Such wages are, in general, 
lower than the wages for similar work that are paid elsewhere ; 
that is to say, they are “ unfair.” * 

* W«bl>, Iruiuttrial Dmacmey, p. 675. 

* There is reason to believe that the excaaaive preaaure to which chihiren 
were anbjected under the old factory ayatem waa partly due to the fact that 
oveTseen were paid piece- wages. (Cf. Oilman, A Dividend tv Labour, p. 82.) 
In like manner, the " sweating " that is sometimes found among the employees 
of sub-oontraotors is probably traceable, not to the system of sub-contract, but 
to the fact that sub-contractors are generally small masters on piece profits. 

* It may possibly be argued against the above analysis that, though 
employer may succeed, by bargaining, in forcing upon workmen, oiber than Ote 
man fMOt exjteneive to him, a wage below the value of tlieir marginal net product, 
it cannot pay him to treat thU man so. For it will be to his interest to go on 
engaging fresh hands till the wage and the value of the marginal net product of 
the workman most expensive to him are equal. Bence, it is impossible for any 
employer who pays to all his workpeople the same efBdenqy-wage to pay to any 
of'toom lesa than the value of the marginal net product of Bieir work. Ibis 
argument, however, tacitly aaeomes that mi mnployer, whom it umdd pay “ 
engage freeh handa at an exploited wage rata, wUi be abk to do thia to an 
iaoefinite extent. No such amumption k warranted. 
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§ 8. The establishment anywhere of unfair wages of this 
type does not involve, at all events directly, any divergence 
in the actual distribution of labour from the most advan- 
tageous distribution. All that it involves directly is that in 
some places certain workpeople, who would in any event have 
been employed there, are mulcted of part of their possible 
earnings by the greater strategic strength of opposing bargainers. 
Thus it appears prima fajcie that, though the abolition of this 
type of unfairness would presumably benefit economic welfare 
as a whole by preventing the relatively rich from taking 
money from the relatively poor, it would make no difference 
to the magnitude of the national dividend. This prima fade 
conclusion omits, however, to take account of certain important 
indirect effects. These are three in number, and have now to 
be noticed in turn. 

First, the forcing down of wages in particular places or 
occupations, though it does not reduce the labour supply 
sufiiciently to compel employers to refrain from it, may 
easily reduce it to some extent by driving some work- 
people away.* When this happens, the quantity of labour 
employed there will be so far contracted that the value of the 
marginal net product of labour there becomes greater than it is 
elsewhere. This involves injury to the national dividend. Con- 
sequently, a forcing-up of the wage rate, by bringing in men 
from other occupations which yield a smaller marginal return, 
would benefit it. In so far, for example, as the wages of agri- 
cultural labourers before the war were kept down by tacit 
understandings among farmers, the legal enforcement of a higher 
wage would have increased the number of these labourers in a 
way unambiguously advantageous to the national dividend.’ 

' It is pos$ibU that exploiUttoB may lead the exploited workpeople to do 
work than they would have done with better wagee, and maiy thne, despite 
the coneiderationi that follow, involve an increase in the national dividend. 
In view, however, of the reactions that are likely to be set np in their oapaoity, it 
18 very unlikely that an eShet of this kind will bo permanent In any event, tiiis 
wrt of increase in the dividend. If it were to oome about, nobody would regard 
M a sufficient atonhment for the exploitation. I propose, therefore, while noting 
lere this possible economic disharmony, to ignore it in the body of my argument 
It is thus perfoetly eorreet to at^bute a portion of the transforenoe from 
sieble to grass farming that has t^en place in Boland since the 'seventies to the 
a ‘‘St®* driving the labourers off the land. (Of. Hall, AgrieuUurt 

^«>'i p 121,) Another and a huger portion of it is, however, due to 
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Secondly, it was pointed out in Part II. Chap. IX. § 1 6, 
that, ” when their clients, be they customers or workpeople, 
can be squeezed, employers tend to expend their energy in 
accomplishing this, rather than in improving the organisation 
of their factonea” To prevent them from seeking profit along 
the line of bargaining power indirectly impels them ip seek 
it along that of technical improvement. Thus Mr. Mallon 
writes : "An employer, compelled by the Trade Board [through 
the institution of a minimum wage] to scrutinise his factory, 
found that, through lax organisation, its workers were often 
kept waiting for work to their, and his own, considerable loss. 
Applying himself to the removal of this cause of waste, he 
was soon able to provide for the steady and continuous 
employment of the workers, the outcome being substantial 
gain to them and, in at least an equal degree, to himself. 
Such cases could be multiplied indefinitely. In many factories 
and workshops for the first time methods and equipment are 
being overhauled, with results at which many of the employers, 
not at the outset in favour of the Act, are pleased and 
astonished," ^ With this passage may be compared a kindred 
observation of Miss Black's : " It has been shown over and 
over again that, when employers are prevented from 
developing their business along the lines of cheap labour 
or bad conditions, they proceed to develop it along the lines 
of improved methods, and that the improved methods tend 
both to increased output and to greater cheapness.”* This 
view, the correctness of which nobody seriously doubts, is not, 
it should be understood, equivalent to the view that, if in 
any country labour in general is abundant and, therefore, 
cheap, employers are discouraged from making use of 
machinery. Since machinery is itself the produc t of labour, 

the eheapeuing of imported food, which hiu rendered the employment of British 
reeoarces in direct food production less profitable relatively to other employ- 
ments than it used to be. To substitute grass farming for arable fanning ri 
merely one way of reducing the resonroee devoted to food production in tl'“ 
eonnti 7 , as against the production of other things by the eale of which food can 
be purchased from abroad; for, as Sir A. D. Hall observes, “ laild [apart, of course, 
from special sorts of land] under arable cultivation produces nearly three times 
as much food as when under grass and employs ton times as many men 
(Und. p. 127> 

' Industrial Un/resl and the VMng Wage, p. 165. 

* Black, Makere of awr Clethee, pp. 186 and 162. 
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that view is not correct.^ If, however, in a partiotilar district 
or occupation employers are able to exploit a particular 
class of labour, they are discouraged from m airing use of 
machinery, because machinery embodies the services of other 
classes of labour, which, not being exploited, are more ex- 
pensive relatively to their efficiency. 

Thirdly, if particular employers outbargain their workmen, 
in such wise as to compel some or all of them to accept a wt^ 
below the value of their marginal net product, it necessarily 
iiappens that these employers are receiving more than the 
normal earnings of persons of their degree of competence ; — 
a state of affairs which, in view of the imperfect mobility of 
employing power between occupations, may continue for some 
time. If the exploiting employers were persons of the 
ordinary competence of their grade, interference, which forced 
up the wages paid by them to the fair level, would simply 
comj)el them to hand over to workpeople profits formerly 
exacted from them by /orce majeure, and would have no other 
effect. As a matter of fact, however, exploitation of this kind 
ia much more often practised by incompetent or badly situated 
employers, who, without it, could not maintain themselves in 
business, than by competent and well- situated men. The 
small masters have, throughout history, been always the 
worst exploiters. Hence exploitation provides, in the main, a 
))ounty at the workers’ expense for relatively incompetent and 
badly situated employers ; and the prevention of exploitation 
would tend to hasten their defeat at the hands of more efficient 
rivals. This consideration, in conjunction with the others that 
have preceded it, makes it plain that external interference to 
prevent that type of unfair wages which I have described as 
(Exploitation is desirable in the interest of the national dividend 
as well as upon other grounds. 

§ 9. All that has been said hitherto, both of unfair 
wages that are equal to the value of marginal net product, 
and of unfair wages that are exploited below the value 
of marginal net product, is of quite general application. It 
holds good equally of men’s wages and of women’s wages; 

* Cf. Htyea, Rata of Wagea and tha Uaa of Maohiuai;,” JmaiM* 
Saptombw 198S, pp. 4S1 tt 
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and, of course, in view of their inferior organisation, the 
danger of exploitation is especially great with women. 
Any specific plea that the wage of either sex in any 
place or occupation is unfair would need to be reviewed 
in the light of it. There still remains, however, a soinewhat 
special problem arising out of t?u relation between menu too^ree 
and women’s wages, which our analysis does not cover. It 
may happen that women’s wages in some place or occt^tion 
are fair relatively to women’s wages in other places or o^upa- 
tions, but unfair relatively to men’s wages in that plme or 
occupation. This statement has not, of course, anything to 
do with the well-known fact that women's day wages on 
the average are considerably lower than men’s day wages. 
Women, looking forward, as they do, to matrimony and a 
life in the home, are not trained to industry as men are, 
and do not devote to it that period of their lives when 
they are strongest and most capable. Thus between the 
age-periods of 18—20 and 25-35 there is a great decrease 
in the percentage of women who are engaged in wage-earning 
occupations, and this is due, no doubt, to the withdrawal 
of many of them at marriage. Prof. Sargant Florence 
writes : “ The common age at marriage being between 2 1 and 
25 for spinsters, the typical length of industrial life for a 
woman would be eight years.'” In these circumstances, 
even though women’s natural endowments of mind and 
muscle were equal to those of men, which, on the average, 
they are not, it would be surprising if their day wages 
were not lower. Certainly, the fact that they are lower 
involves no unfairness in the sense in which that term is 
here used- In some places or occupations, however, it may 
happen that not only the day wages, but also the piece wages, 
or, more accurately, the efficiency wages, of women are lower 
than those of men. This state of things may come about 
because women’s wages in those places or occupations are 

* Beonomie Journal, Mar. 1981, p. *0. la th* later aga-groape, It mey 
ootioed, alongside of aeon tinning efflux, there ia also a ewtain rehadux into industry 
of women whose hnsbands hare died. Sir Sydney Chapman refsra to this point in 
oonneotion with home work, pointing out that much of Uiis worit require* only 
•ooh skill as can be acquired by anybody at any time of Ufe, and is taken up ny 
untrained persons, who “suddenly find it neoeaaary to do wMitething, or n** 
to make money ” (Eom* Work, Manehester Statiatioal Sookty, Jaa. 1fil0> V- 
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un&ir xelatively to women’s wages elsewhere. In that 
erent there is nothing special about it, and the analysis 
relevant to it has already been given in preceding sections. 
But it may also come about because women’s wages in those 
places or occupations are unfair relatively to men’s wages there, 
although they are fair relatively to women’s wages else- 
where. It is this state of, things that constitutes our present 
problem. 

In order to understand the matter rightly, analysis is 
necessary. The common idea is that women are normally 
paid less than men because men’s wages have, in general, to 
support a family, while women’s wages have only to support 
the women themselves. This is very superficial The correct 
line of approach would seem to be as follows. The pro- 
ductive efficiency of a representative woman relatively to 
that of a representative man is different in different occupa- 
tions: in some, such as nursing and the tending of infants, 
it is much greater; in others, such as coal -mining and 
navvy work, it is much less. If we knew enough of the 
facts, we could draw up a list of all occupations, giving for 
each of them the amount of normal man’s labour to which 
a day or week of normal woman's labour is equivalent. 
The relation between the demand schedules for women’s 
work and for men’s work is determined by the facts em- 
bodied in this list, in cosQunction with the general conditions 
of demand for the products of the several occupations. The 
relation between the supplies of women’s work and of men’s 
work is determined partly by the physiological fact that male 
and female children survive in nearly equal numbers, what- 
ever the comparative wages ruling for men’s work and women's 
work may be; and partly by the economic fact that the 
proportions, respectively, of the men and women in existence 
who offer their work in industry depend, not only on 
the wages offered to members of either sex separately, but 
also, since women are the less likely to work at industry the 
more money their husbands are earning, on the aggregate 
amount of the joint family income. These two sets of 
influences tt^ther govern and determine the relation between 
the general level of the wages per day paid to representative 



666 


ECONOMICS OF WELFAKE 


VT. Ill 


members of the two sexes.^ In equilibrium there is one 
general rate of representative men’s day wages and one 
general rate of representative women’s day wages, the one 
or the other being higher according to the circumstances 
of supply, and according as the commodities demanded by 
the pubUc are chiefly commodities for the manufacmre ot 
which the one or the other sex, is specially well ptted.® 

’ This analysu may be fomolated mathematically as folloiva : \ 

Let be the rate of women’s wages per day, 

Wg the rate of men’s wages per day. 

Then, since the amount of women’s labour offered in industry at any given 
wage depends in part upon the rate of men’s wages — being, in general, smaller 
tite larger these are — the supply of women’s labour may be written /| (Wj,«)j). 
In like manner, the supply of men’s labour may be written /2(u;„w,). 


AM ™ W th.t .M ’•'f «. pMtiv., 

1U| o ‘ O W, 




are negatiTe. 


Again, since the amount of women's labour demanded in industry at any 
given wage depends uiK>n the rate of men's wages — being, in general, smaller 
the smaller these are — the demand for women's lal>our may l>e written 
and the demand for men's labour (tOj.tOj). And we know that 


«^<!^and 

0 tOi 


are negative, and 

0 wj 


i<t >t (tPi.K’a) 
d tffi 


Q Wj O Wj U Wj V Wj 

are positive. 

The two equations, which suffice to determine our two unknowns, are : 


( 1 ) K.W,) 

( 2 ) (WpiTj). 


It may be added that, if the proportion of women and men offering work in 
industry were determined solely by the proportion of women and men in 
existence, we should have to do with a straightforward problem of joint-supiily ; 
for, obviously, the comparative numbers of the two sexes are determined by physio- 
lopcal causes outside the range of economic influences. In these conditions, 
therefore, both the supply of woman workers and the supply of men workers 
would be functions of one variable, thie variabk being some symbol of a normal 
family income, sncb as (wj + wA For /i(ic.,Wj,) and we shonM 
have to write / (», + 10^ and if (Wj +«»,) : and in countries where males an<i 
females survive in equal numbers, k would be equal to unity. 

• It is interesting to note that in the Eurojtean War, while the withdrawal 
of men from industry for the army naturally tended to raise men’s wages 
relatively to women’s wages, the character of the commodities demanded by the 
publio was changed in a way tending in the opposite direction. Ordinary 
tuloring and munition making, the demand for both of which enormously 
expand^, appear to be better ^apted for women’s work than the genertl run 
of industries. In the Beport of the Oonfennee of the British Assodstion ou 
OuikU/or Labour afUr Ou War it is suggested that, on the whole, the specia 
war demand of the Oovemment was “a demand for a claw of goods in 
production of which a greater {ffoportion of women rather than oiW 
more usefully and economically employed than tinder normal paaoe conditions 
(JBgwft, 191S, p. 8). 
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Men alone are employed in all occupations where the ratio of 
their efficiency to women’s efficiency exceeds the ratio of 
their day wages to women’s day wages ; women alone in all 
occupations in opposite case ; and men and women indifferontly 
in the marginal occupations in which their respective efficimicies 
bear to one another the same ratio as their respective day 
wages. In these marginal occupations, that is to say, the 
efficiency wages of the two sexes are equal This equality 
of efficiency wages means, with certain allowances, equality 
of piece wages. The principal allowance are, first, a small 
extra for men, because, since, at need, they can be put on 
night-work and can be sworn at more comfortably, it is 
rather more convenient to employ them; secondly, a small 
extra to the more skilful workers, whether men or women, 
because they occupy machinery for a shorter time than 
less skilful workers in accomplishing a given job. In equili- 
brium the piece wages paid to the members of the two 
sexes in the marginal occupations are, with these limitations, 
equal* This is the state of things which the play of economic 

^ It SO happens in fact — as indeed is probable a priori — that the range of 
these marginal oocupations is in this country smalL The Poor Law Com- 
raissioners report: About four- fifths of the occupied male population are 
engaged in employments which they monopolise, or in which women are a 
negligible factor as regards possible competition, such as agriculture, mining, 
fishing, building, transport, wood, gas and water, and the staple metal and 
macliine-making trades, all of which are rirtually male preserres. Only one- 
iiith of the males are engaged in trades where women enter to the extent of 1 
j^ier cent of the whole number of occupied females " (JReport, p. 824). Mr. and 
Mrs. Webb witness to the same effect : There are a very small number of 
cases in which men and women compete directly with each other for employ« 
mciit on precisely the same operation in one and the same process'* (Webb, 
IndttslTial Democracy, p. 508. Cf. also Smart, Economic Sivdiee, p. 118.) When 
one sex appears to be iiiFading the province of the other, the fact generally is 
that the process, as well as the workers, is being changed. Thus, machinery 
and males have come into lace and laundry work ; machinery and females into 
hoot-making and tailoring. The Poor Law CJornmiBsionera report ; In the boot 
and shoe trade — ^whioh has been distinctively a male industiy— wmen are 
oerUinly obtaining a relatively stronger hold, owing to the division of labour 
>vhich now famishes certain lighter processes, suitable for women, that were 
formerly done as part of the general work of mde eboemakers. Slipper-making, 

instance, is now {ming entirely into female bands " {Sep&ri if tho Moyaf 
'Ommusion on ths Poor Law, p, 824). Also, on the authority of the Boerd of 
T^e inquiry Into the OM cf Lining of the Working Oaamt ‘*The same 
pnenomenon occurs in other fidde ; for inetanoe, in Sheffield, die -cutting, an 
occu^tlon which used to be largely done by female out-workere — ^the work 
^«quinng rather dexterity than stirength — is now being done by heavy 
Baachinery requiring male attendante*' (ibid, p, 824). The Oommissioneia 
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forces tends to bring about j and, so far as it in foot brings it 
about, it is not possible for women’s wages in anj place or 
occupation to be fair relatively to women’s wagra elsewhere 
and yet imfair relatively to men’s wages there.^ ^ 

In real Ufe, however, it happens from time to tiijie that 
economic equilibrium in this matter is not attained. In 
particular occupations employers may pay to women worl^rs an 
efficiency wage, which, though fair mlatively to women’s ^ages 
elsewhere, is less than the efficiency wage they are payibg to 
men workers, and yet may still employ some men. They may 


amninarise their riews thus: **The conclusioii is that, while women and 
jureniles are now engaged in many industries in which the specialisation 
of machinery enables them to take part, they are not, in any considerable 
trade or process, displacing adult males in the sense that they are being 
more largely employed to do work identical with that formerly done by 
men. The great expansion of women’s labour seems to have been in 
new fields of employment, or in fields which men never occupied. It 
should also be borne in mind that, even when women are employed 
where men used to be employed, this is largely due to the men going into 
more highly paid industries. Mining, machine-making, and building have 
of late years attracted an abnormal number of men and boys'* (ibid, p. 
325). This view is fully borne out by what occurred during the Europan 
War. The British Association Conference of 1915 on OtU/els/ar Lahaur after 
the War reported : ** Even during the present time of stress, when women are to 
a certain extent doing work whi^ would normally be done by men, the work, 
as shown in the detailed portion of this Report dealing with separate trades, is 
very rarely similar either as regards process or conditions. With the introduc- 
tion of women the work has often to be subdivided, and the men generally 
have at least the arduousness of their work increased, with oft-times the 
addition of over-time and night- work and a larger amount of work entailing a 
greater strain. Where workshops have bean recently built for women workers, 
they have been equipped with machines of a different ty|)e from what would 
have been installed hiul the management been able to procure trained men " 
(toe. eU, p. 16). Cf. also Bepari of ihs War Cabinet GemmiUee on Women in 
Industry, 1919, pp. 21*2. 

^ The scheme of analysis worked out in the^text can also be applied to tlie 
ease in which one class of worker is not more efficient in any job than another 
class, but is ae efficient in some jobs. If the number of persons in this class is 
more than enough to fill the joU in which they are as efficient as the others, 
their wage-rate will, in equilibrium, be less than that of the others, but, if their 
number is not more than enough for this, their wage-rate will, in equilibrium, be 
equal to that of the others. In this connection the following passage from 
Mr. Henry Ford's book My Life and Work is of interest : The subdivision of 
industry opens places that can be filled by practioelly any one. There are more 
pkoee in subdivision industry that can be filled by blind men than there are 
blind men. There are more placM that can be filled by cripplee than there are 
cripples. And in most of these places the man who short sightedly might be 
considered aa an object of charity can earn Juet ae adequate a living as me 
keenest and most able-bodied. It is waste to put an able-bodied man in a job 
that might just ss well be oared for by a cripple’’ {loc, oiL p. 209), 
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do this either for a short time, while they are in process of 
substituting the one sex for the other; or for a long time, 
because trade union pressure or custom either compels the 
retention of some men, or vetoes the entry of more tban a 
limited number of women. In these conditions is the 
“equal pay for workers of equal efficiency” justified? In 
what way would interference to raise the women’s efficiency 
wage to the level of the men’s affect the national dividend ? 

If the power of tradition, custom or trade union pressure 
is such that neither the number of women attached to the 
occupation under review nor the number of women employed 
there will be different if employers are allowed to pay them the 
lower rate from what it will be if they are forced to pay the 
higher rate, the national dividend wiU not be affected at all 
This, however, is a very improbable state of affairs. For 
even though the number of women who may be employed in 
the occupation is rigidly limited, it is likely that the number 
trained for and attached to it will be made greater by the 
higher wage rate ; and, if this happens, the dividend obviously 
suffers from the enforced idleness of those who are attached 
but not employed. Furthermore, in real life permission to 
pay the lower wage rate will seldom be without effect On the 
number of women who are employed there and teke the place 
of men. For example, " in Stoke-upon-Trent it appears that 
women and girls are very largely employed in the pottery 
industry. In some branches of this trade they are being 
employed to an increasing extent upon work which, a few 
years ago, was performed almost exclusively by men ; they are 
now acting in competition with male labour ; and, as they are 
able to do similar work for lower wages, they are gradually 
driving men from certain sections of the trade.” ^ This con- 
sideration confirms Professor Cannan’s contention, that “the 
most powerful lever for increasing the opportunities of women is 
taken away if they are not allowed to do the work cheaper.” * 
It follows that, generally speaking, to compel the payment to 
them of an efficiency wage equal to that paid to men in 
occupations which they are seeking to enter, and in which 

* ^ Ike SeyeU CommisHon on the Poor Lam, p. 32S. 

> IPealth. p. 20S. 
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such a cate would give them higher earnings than similar 
women can obtain elsewhere, must obstruct their entry mther 
directly, or indirectly by relaxing employers’ efiPorts to break 
down the customs and rules that hinder it. Bul^ since, 
ex hypotkesi, they are more efficient, relatively to ffien, in 
these occupations than they are in marginal occupations 
common to both sexes, their entry would necessamy be 
beneficial to the national dividend. Hence, generally ^peak- 
ing, interference designed to enforce the payment to theip of a 
“ffifr” wage, as compared with the wages paid to men, in 
circumstances when this means an unfairly high wage as com- 
pared with women's wages elsewhere, would injure the national 
dividend.* Interference may still conceivably be advocated by 
those who wish to exclude women from industry, as far as that 
can be done, on genm'al social grounds. Such a defence for it 
is, however, insecure, because interference of the type here dis- 
cussed not only Irasens the aggregate number of women in 
industry, but distributes them among different occupations in a 
wastefid manner. The social argument for excluding women from 
industry generally cannot sustain a policy which has this effect. 

§ 10. In view of the distinctions that have been found, 
in the course of this chapter, to exist between different forms 
of unfair wages, it is plain that interference directed indis- 
criminately against all forms must do harm as well as good. 
*010 procedure, which, if practicable, would most advantage 
the national dividend, would be to examine and deal 
separately with every place or occupation where there 
was prima facie reason to believe that wages were unfair 
in any of the senses studied in the text. It may, however, 
be argued that this plan is an impracticable one, and that 
it is necessary either to interfere against unfair wages by 

• It i« ponible to employ the tern “ nnfitir " wages in reference to wonien » 
wages in a somewhat different sense, and to hold that women’s wages in geiKTsI 
are unfairly low, beesnse they fall short of what they wonld have been, were 
it not that enstom and tradition permanently exclude women from certain 
ooespatioas suited to their powers, and to fores some of them to take up work 
for which they are relatively ill-fitted. As was shown in Cflmpter IX., tw 
removal of all artificial barriers of &is kind would benefit the nadonal dividend. 
But, BO long as the barriers are left standing, rsaaoning Mudogous to tiiat 
employed in ( 6 of the present chapter proves that any attempt to f<^ “P 
women’s wages towards what they would be if the barriera were wmovsd, wu 
iidun the national dividend. 
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broad general rules or else not to interfere at all. Thus, 
it VDAj be said, it is practicable to pass and administer a law 
like the French law of 1915, which provides that female 
outworkers shall be paid a piece-wage that will yield to the 
average outworker earnings equal to those of an average 
factory worker ; ^ but it is not practicable to enact that a wage 
lower than this shall be permitted when it is due to family ties 
which restrain home workers from going into factories, and 
forbidden when it is due to exploitation. When the issue 
raised is of this type, policy must be based on a balancing 
of conflicting considerations. 

* Labowr Qazdte, Sept. 1916, p. 867. 
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FAIR WAGES INSIDE PARTICULAR INDUSTRIES 

§ 1. In Chapter VIII. metliods of industrial remuneration 
were discussed from the point of view of their effect in 
stimulating the productive activity of the individual worker. 
We have now to consider them from the standpoint of fairness 
between different workers. To be fair, the wages of different 
men in any industry engaged in the same class of job must, 
as we have seen, be proportioned to their efficiency in the 
sense defined in Chapter XIV. § 1. I propose to inquire how 
far under the two principal methods of industrial remuneration, 
time-wages and piece-wages, we may expect this requirement 
to be satisfied. 

§ 2. Under time - wages a good deal more can be 
accomplished in this sense than is sometimes supposed. 
By means of careful records and corresponding adjust- 
ments wage-rates can be arranged at differing levels adapted 
to the different efficiencies of individual workpeople.^ It is 
frequently urged, indeed, that, where standard rates for average 
workpeople are established, either by bargaining between 
associations of employers and employed or by authoritative 
intervention on the part of the State, adjustment is bound to 
be very imperfect, alike for workpeople below the average of 
capacity and for workpeople above it. Experience, however, 
does not altogether bear out this view. 

* Of. for an alaborate attempt on these lines, Gannt, Work, Wages, 
Profits, ch. vr. In the Birmingham bnu» trades " the exeontive of the National 
Uidon of Braes Workers grades each worker according to his ability, and places 
him in one of seven different dassea, for each of which a minimum wage is set 
iqr collective bargaining. If an empl< 7 er challenges the qtudifieatimis of any 
man, a practical examination in the processes of the trade is given him by 
manager of the Mnnici|>a] Brass Trades School” (Goodrich, Tht Frontisr of 
Control, p. 16S}. This, however, is a very unusual arrangonsnt. 

m 
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As regards workpeople below the average, when their rela- 
tive inferiority arises out of some definite physical cause, such 
as old age, a^ustments are made very freely. Trade unions 
often have special arrangements permitting men over sixty to 
accept less than the standard (time) rate. Such arrangements, 
Sir William Beveridge states, “ occur in the rules of several 
furnishing trade unions, and of others in the printing, leather, 
and building trades. In one union, indeed, members over fifty- 
six years of age may not only be allowed, but may be compelled, 
by their branches to accept less than the standard rate (so as 
to clear the unemployed fund).” * " It is," he adds, “ of course, 
possible that, in some of these oases, the formal rule of excep- 
tion is seldom put in force, or that the branch refuses its 
consent to a lower rate. On the other hand, it is quite certain 
that many unions in fact make exceptions for their aged 
members without possessing any formal rules on the subject. 
This is done by the Amalgamated Society of Carpenters and 
Joiners, and, to a less extent, by the Amalgamated Society of 
Eugineera The question is, indeed, very largely one of the 
strength and feeling of the particular branch concerned. If 
the standard rate is firmly established, it may appear safe to 
make exceptions for the older men.”* There are, however, 
many relatively inefficient men in industry, even among the 
members of trade unions with fairly stringent capacity 
tests at the time of admission, whose inefficiency is not asso- 
ciated with a definite objective thing, such as old age or 
infirmity. For these men adjustment is more difficult. The 

^ Unemplaymad, p. 124, footnote. 

* Ibid. p. 124. The peculiarity and uncertainty of these arrangements is 
brought out in Mr. Barnes' evidence to the Poor Law Commissioners ; “In 
the Amalgamated Society of Engineers we do not require a man to shift from 
one town to another after he is fifty years of age, and, putting it generally, 
we do not require him to get the standard rate of wages — according to the 
discretion of the committees who may deal with the matter — after abont fifly- 
hve years of age.” But the percentage of men who take advantage of tl^ 
^ veiy small *' In fact, although we allow men to work under the rate at 
fifty-five years of age, it is ratiier the case that the men at fifty -five, or even sixty, 
do not avail themselves of the opportunity. So strong is the sense of dis- 
cipline in the trade unions, and their sense of loyalty to their fellows, that 
•« most oases a man would rather give up work altogether than accept work 
» the lower rate. So that, instead of tMe unions standing in the way of 
the men aoospting lower rates, the opposite is the fiMst, and the trade unions 
wther onoonngs it" fBvidenos of Mr. Q. N. Bstnes, M.P., quoted in the 
report of the Ootmaission, p. 818, footnote). 
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nature of the difficulties involved may be illustrated £com the 
much discussed case of the “ slow workers ” under the New 
Zealand Arbitration Law. In connection with its award of 
*• TniniTniim " wages, it is uBual for the Arbitration /Court to 
provide for a tribunal to fix an “ under-rate ” for slow (workers.^ 
In the earlier years of the Act permits to claim tl^ under- 
rate used to be obtainable from the president or sec^tary of 
the trade union concerned. But it was found that, for sbw 
workers, as distinct from those who are more obviously Afflicted 
by age, accident, or infirmity, these officials hesitated to issue 
permits. Under the revised Act, therefore, the power of issue 
is entrusted to the chairmen of local Conciliation Boards, after 
hearing the representatives of the unioua In Victoria the 
issue is in the hands of the Chief Inspector of Factories, 
subject to the condition that the persons working with licences 
in any factory must not exceed one-fifth of the adult workers 
who are employed there at the full minimum rate.* The 
unwillingness of the unions to sanction permits is due to the 
fear that, tiirough them, the standard required of the ordinary 
grade of workmen in the industry may be raised, and the 
m ini Tn u tn thus insidiously lowered.® This unwillingness tends, 
of course, to be checked when the unions are under obliga- 
tion to pay large out-of-work benefit to unemployed members. 
In all circumstances, however, it is likely to operate to some 
extent Under the British Trades Boards Act permits may 
not be issued at all to slow workers as such — only to those 
suffering from physical or mental incapacity. Thus it would 

* Of. Bro«dhead, State Begulaticn iff Labour in Note Zealand, p. 68. 

* Cf. Ave», Report on Wagee Boarde, p. 61, and Rajnand, Vert h talairt 
minimum, p. 96. 

* The danger of allowing nnder-rating to become a means of evasion of 
awards is clearly seen by those in charge of the Acts. “In granting per- 
mits, the Chief Inspector is guided by claims baaed on personal disability 
some kind, and not by the exigenoiss either of an industry or of a particular 
bnainssa If conditions have changed, making the applications for permit* 
more urgent on that account, the view is held, very consistently, that the 
ooearion would then have arisen for the reoonrideration of its detennin»tw“ 
by the Board oonoeraed. While the determinations are in fetoe, wages con- 
diUons, it is held, should conform to them, and in their power to arrest ^ 
postpone a fall some consider that they will in the fotnre prove their greatest 
value. Such is the hope, but to that form of testing thsy hats not yet h«*B 
sobjeetsd. The point, which it is neoessaty to empbaafos hers, is that s 
moh s period the permit is not regarded as ths spproprists instrument on 
whidi to foil back ” (Avss, Report m Wagee Boarde, p. 68). 
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be idle to pretend that, for under-rate workers, adjustment is a 
perfectly smooth and simple matter. Even for them, however, 
a good deal is done. 

Ab regards workpeople above the average of capacity, there 
is, of course, never any formal rule precluding payment to them 
of more than the standard rate. But, it is often asserted, 
employers as a matter of fact refuse to pay more than the 
standard rate for capacity* in excess of the standard, for fear 
that trade unions should make this action an excuse for 
demanding a rise in the standard itself ; ^ and it is, no doubt, 
true that, especially among large employers, the convenience 
of a uniform rate acts strongly to prevent adjustment to indi- 
vidual differences. " The secretary of the Composition Eoofers 
estimates that not more than two per cent of the members in 
New York City receive more than the minimum. An ofBcial 
of the Steam Filterers estimates that for his union in New 
York City the proportion is not less than five nor more than 
ten per cent." * On the whole, however, the tendency for the 
minimum rate to become the maximum does not appear to be 
nearly as strong as is generally supposed. Thus the Inspector 
of Factories in Victoria in 1902 stated that, in the clothing 
trade, while the minima for men and women workers re- 
spectively were 46a and 20a, the average wages were 63a 6d. 
and 228. 3d.* Furthermore, in the Keport of the Bureau of 
Labour for 1909, it is stated that "out of 2461 employees 
in factories in Auckland City, excluding under-rate workers 
and young persons, 949 received the minimum rate, and 
li^04, or 61 per cent of the whole, received more than the 
ininimum. In Wellington the percentage receiving more than 
the minimum was 67, in Christchurch 47, and in Dunedin 
46.” * The same point is illustrated in a rough way by the 

’ It should bs noted that, when it is s question of an excess of ws^ sought 
hy particular men above the standard time-wage, the unions under a time-wage 
system are not in a position to resort to collectire bargaining, and that, therefore, 
the employers’ batgaining power is more likely to be superior to the workpeople’s 
tUn it is as regurds the standaid itself (Of. lloOsbe, n* Standard BaU in 
dmriwn TnuU Cfnions, p. 114.) 

> ^ Standard Bate in Amariean Trade Vnione, p. 118 w. 

W. Webb, Soekdimn and the NaHonai Mvnimam, p. 78. 

. Quarterly Joamal ef JBeanttmiet, 1810, p. 878. The tendency of the 
nmimum t6 become the maximum is, of course, etronger in some oiroumstanoss 
than in ofliers. Thua, Mr. Koadhead writes of New Zeeland : “ In them 
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policy of certain American unions, which enter into agree- 
ments with employers concerning both a standard and a 
m inim um wage. In the Norfolk and Western Bailway shops in 
Boanoke the minimum wage was at one time 20 cents, while the 
standard rate was that received by the largest numoer of men 
in the shop, namely, 24 cents per hour. Again, in\an agree- 
ment made in 1903 between the “Soo” Bailway^ and the 
International Association of Machinists, “ it is stipulated that 
in the machine shops of the railway company the rUinimum 
rate shall be 30 cents per hour, and the standard rate 34^ 
cents per hour.” ^ The whole matter is well summed up by 
the Beporter to the United States Bureau of Labour in 1915 : 
"Employers have frequently said to me that they believed 
there was a tendency in that direction — i.e. for the minimum 
to become the maximum — ^but they have seldom been able 
to furnish evidence to that effect from their own establish- 
ments. At times I have found on enquiry that not a single 
man in their own plants was receiving the minimum wage. 
The employers' opinion seems to be more the result of 
a priori reasoning than the result of experience. Nor ou 
reflection is it easy to see why the minimum should become the 
TuaTimiim. . . . There seems to be no reason why under this 
system there should not be the same competition among em- 
ployers as under the old system to secure the most efBcieut 
and highly skilled workmen, and there is no reason why such 
men should not get wages based on their superior efficiency. 
Victorian statistics on this point are lacking, but in New 
2^1and, where minimum wages are fixed by the arbitration 
court, statistics as to wages tabulated in 1909 by the Labour 
Department showed that, in the four leading industrial centres 
of file Dominion, the percentages of workers in trades where 
a legal minim um wage was fixed, who received more than the 


trades, in which there is no oompetitiou with the outside world, many of th« 
workers, according to their degree of skill, are paid more than the minimum 
wage fixed by the court, but in others, in which there is competition with the 
import article, tite practice of making the minimum the maximum wage m, i 
beUere, pretty general. In the latter case the employers contend that they 
cannot affiard to pay to any worker any more than is fixed by law" 
Btgvlatim tf Laibow tn Ntw ZtaUmd, p. 72). 

* HoUa^ and Barnett, iStudiM <a Amerieem Trait Uaianim, p. 118- 
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minimum, varied from 6 1 per cent in Dunedin to 6 1 per cent 
in Auckland. There is no reason to think that a dissimilar 
situation would be revealed by a statistical investigation in 
Victoria.” ^ Even where the open payment of higher time- 
wages as a reward of higher efficiency is prevented by 
friction and jealousy, the result aimed at may sometimes be 
attained by secret payments.’ It should be remembered, too, 
that, when time-wages ^re fixed rigorously and there is 
no machinery for making payments above the standard rate, 
the standard rate is usually fixed at different levels in different 
centres, and men of more or less similar quality tend to be 
concentrated at each several centre. Thus, even when a 
specially capable workman cannot obtain exceptional earn- 
ings while remaining at the place where he is, he can do so 
by migrating to one where higher wages and larger output 
are the rule. 

Yet again, even when extra efficiency is not rewarded by 
any addition to the wage-rate, it may be rewarded by selection 
for continued employment in bad times and, in businesses where, 
as in railway service, there are a number of grades of employees 
receiving different rates of pay, for promotion when opportunity 
offers. The former of these processes is particularly important. 
Its working is well illustrated from the records of the Amalga- 
mated Society of Engineers made in the days when the trade 
worked predominantly upon time-wages. The " vacant books ” 
of the Society, after the results of a number of years, some 
good and some bad, had been averaged, yielded the following 
table of days lost through want of work : 

* "Uinimam Wage Legislation,*' P.S. Bulletin ^ Labour BteUitUes, 1915, 
p. 136, No. 167. 

* For example, a New Zealand employer told Mr. Ares that “ he was alive 
to the danger of a rigid scale of remnneration, and that to some of his men he 
was paying ‘ something extra' a day. Bat this was done ‘ on the quiet.* The 
men are paid in paper and metal cuirency, the loose coinage being fold^ in the 
notes. 'The array of little packages was shown me. All are pud with great 
rapidity, and ‘no one can tell what any one else receives’” (Neport an Waget 

4167], p. 109). In like manner, an English employer told the 
pnarity Organisation Society's Oommittee on UndciUed Labour : “ If one man 
|a better than another, we give him Is. or 2a extra at the end of the wedc. We 
have to be carefhl that other men do not know that, or they want to know why. 
they cannot undnetand l^t it is because tire man has nrved os better. Tou 
cannot uy openly, ‘ I will ^ve you 2s. more.* The man would be considered 
a lavourit^ and he would have a warm time in the stable at night” (JBqwrf, p. 109). 
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Lo 68 len than 3 days per annum 
„ between 3 days and 4 weeks 
„ item 4 to 8 weeks 
„ from 8 to 18 weeks . 

« orer IS weeks . 

Thus the greater part of the unemployment that occurred 
was concentrated upon a comparatively small number of men.' 
That its distribution was associated with ineflicienW is sug- 
gested by the annexed table shdwing the age-dil^tributiou 
of the men who drew unemployment benefit in \1895 (a 


mediom year).* 


\ 

Aveiag« number of dayi 
lost in a year. 

8-8 

Members between 15*25 years old 


25*35 „ . 

. . . 131 

M 

35*45 88 * * 

. . . 18-3 

tf 

45*55 88 * • 

. . . 80-1 

f) 

55-65 „ . 

331 

tt 

65 and over (exclud ing superannuated) 26*9 


These tables take no account of time lost through ‘'short 
time/^ sickness, unpunctuality or trade disputes, or of time 
gained through overtime. They indicate that the older, and 
presumably less efficient, men suffer most* Moreover, “a 
comparison of 1890 with 1893 yields the rather striking 
result that almost as large a proportion of members (21*4 
per cent) were unemployed during one of the best years 
as during the worst (26*4 per cent).** ^ In 1926 the Ministry 
of Labour investigated the circumstances of a large sample of 

* Of., for confirmatory ovidenoo from America, Schlichter, TJu Turnover aj 
Factory Labour^ pp. 44*6. 

* Cf. BrUish and Foreign Trade and Indudry, Second Series, p. 99. 

^ There is evidence that in the industrial depression of 1922 in Great 
Britain the incidence of unemployment among men, which was, as might have 
been expected, least between the ages 25-40, was higher in the early twenties 
than among elderly men. (Cf. Mozloy, “The Incidenoe of Unemployment 
by Age and Sex," Ecowmie Journal^ December 1922, p. 484.) A possible 
explanation is that men in the early twenties would ^ those who hi^ 
prevented by the war from learning a skilled trade, that the wages of unskilled 
workers were unduly high relatively to those of skilled workers, and that, 
therefore, unskilled workers, among whom these young men were abnormally 
numerous, found it harder to obtain employment than skilled workers. This 
“explanation " is, however, little better than a guess* It is interesting to note 
that in 1921 a law was passed in Italy to the e^ect that, “In the case of dis- 
missals being necessary, preference in the retaining of bands be given to the 
oldest workmen and to those having the largest Ihmiliei ‘‘ (Mmew ^ the ForHgf* 
Frm, July 1921, p. 191). 

* Beveridge, p, 72. 


70-4 % of the Union. 
13 % 

4*6% 

2 * 8 % 

2 % 
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persons insured under the Unemployment Insurance Act. It 
appeared that, over a period of two and a half years (from 
October 1923 to April 1926), 63 per cent of the males and 
66'2 per cent of the females in the sample did not draw 
benefit at all, while, of those who drew benefit, nearly half 
drew it for less than 10 per cent of the period.^ The report 
adds that, despite some complicating considerations, “it is 
clear that age has been a factor in the problem of unemploy- 
ment from age forty-five onwards in the case of males and age 
thirty-five onwards in the case of females.” * The implication of 
these facts is emphasised in the blunt statement of the (pre-war) 
Transvaal Indigency Commission. " The really efficient man 
is rarely unemployed except for short periods between jobs, 
because, being competent, he is the Isist to be thrown out, of 
employment, and has generally sufficient money to enable him 
to migrate to some place where his services are wanted.” ‘ 

The general result of this discussion, therefore, is that 
under time-wage systems it is not impossible so to arrange 
rates that wages, as between the various workpeople employed 
in an industry, are not seriously unfair. 

§ 3. Under piece- wage systems the difficulty of attaining 
fairness is prima f<U!U much less. For these systems are 
deliberately designed to make payment proportional to output, 
which is precisely what, subject to the qualification set out 
in Chapter IX. § 1, fairness appears to require. A moment’s 
reflection shows, however, that payment proportional to output 
is only fair when the various workers concerned are operating 
ttnder similar conditions. Except when this is so, payment 
proportional to output and payment proportional to efficiency 
are not the same thing.* In order, therefore, that a piece- 
wage system may yield fair wages, various allowances must 
be made under it to provide for divergent conditions of work. 

§ 4. First, allowance must be made for differences in the 
assistance which different men receive in their work from 

* JUport on an inws(t$r(UMi« into the employmmt and ineuranM hutory 

» mnpfe ef ptmm iatured ogainM unmploymmt <» Ortai Britain, 1927, 
PI'. 48-7. 

* Bnd. p. 88. 

\ Beport Tratumtd Indigemey Cmnmistien, p. 121. 

* Of. ank, P»rt U. Chap. U. | 4. 
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machineiy or from Nature. Thus the piece-rate must be 
higher for men working with obsolete machineiy, or in mines 
where the easiest seams have been used up, than it is for men 
assisted bj the most modem appliances, or hewing coal from 
a face that is easy of access. Allowances of this,' kind have 
frequently been provided for in the wage-agreements of im- 
portant industries. For example, "in mining the tonnage 
rates paid to hewers vary almost ’ indefinitely, not \ only from 
colliery to colliery, but from seam to seam within \ the same 
pit, according to the nature of the coal and the tonditions 
under which the coal has to be won in each place; yet in 
some districts (as, for example, in Northumberland and Durham) 
the agreement which governs wages requires that the tonnage 
ra^ throughout the county shall be so fixed that each collier 
shall be able to make certain agreed earnings, i.e. the ‘ county 
average.’ ’’ ^ There is abundant evidence that men of local 
and trade experience can calculate with very close accuracy 
what this kind of allowance ought in different circumstances 
to be. 

§ 5. Secondly, allowance must be made for differences in 
the exact character of the article which different workpeople 
in the same industry are engaged in making. These allowances 
also have often been provided for in important industries by 
means of piece-wage lists. The general method by which 
they are arranged is well described in a report of the Labour 
Department as follows: “A close inspection will show that, 
notwithstanding the variety of detail which these lists exhibit, 
there are certain salient features of construction end arrange- 
ment common at least to the more important among them. 


The most noteworthy of these common features will be seen to 
be the definition of a 'Standard' article or process, with a 


corresponding piece-price fixed in relation to this unit. I row 
this point of departure the whole wage-scale starts, all other 
articles or processos having their price fixed by means of 
extras, deductions and allowances, specified in the list, an 
corresponding to clearly defined variations from the standar • 
In this manner it is possible to provide for a very larg® 
number of processes with very fine shades of difference 


^ Jkport OH Sicmdard 1900, 
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a single price-list. As an example of a standard unit we may 
take the basis of the book-work scale for compositors in the 
London printing trade : 

All works in the English language, common matter, including 
english and brevier, are to be cast up at 7^d. per 1000 [ens]; 
minion 7|d., nonpareil 8^d., ruby 9d., pearl 9Jd., diamond lljd., 
head and white lines included. 

Here we have the piece-rates for the simplest form of the 
work ; if the language be foreign, if the matter involve special 
difficulty, if any other variation or extra be required, the scale 
will be found to provide for the case, and to specify the 
amount of extra remuneration due in respect of the particular 
departures from the standard work which the compositor may 
be required to make.” * In industries whose “ output consists 
of a limited range of staple articles, more or less uniform in 
character, and produced in considerable quantities, year after 
year, by identical or very similar processes of manufacture,” * 
experience shows that technical experts can calculate with 
close accuracy how large the various allowances ought to be. 

§ 6. For operations which have not been standardised by 
frequent use, such as the great bulk of repairing work, and, 
during the period of their novelty, all new operations of which 
experience is lacking, the task of calculating these allowances 
correctly is naturally much more difficult. But of late years 
it has been made easier by the device of “ elementary rate- 
fixing.” This device is based on the fact that the great bulk 
of industrial operations consist of some out of a comparatively 
small number of elementary movements combined together in 
various waya As a consequence of this fact, it is possible, by 
determining from experience the time appropriate for each 
elementary operation, to calculate beforehand the time appro- 
priate for new complex jobs which have never been done 
before. Of course the process of combining any set of elements 
can be performed more rapidly by men who undertake it 
frequently than by those to whom the task falls on compara- 

' Report <m Standard Price Rates, 1900, p. xvi. 

* Sohloas, Report on Qain-sharing, p. 118. For a detailed account of the 
wangetaenta by which piece*soalee in die United States are adyasted to varia- 
tions in the idzea and patterns of products, the materials used and the physical 
^nditions of the work, of. MeCkbe, The Standard RaU in American Trade 
Vniona, chapter i. 
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tdvely rare occasions, and, therefore, our reckoning of the 
piece-rate appropriate to any job will be somewhat different 
according as it is, or is not, carried out often enough to make it 
worth while for a group of workmen to become specialised upon 
it. But this difficulty is comparativdy unimporjiant. The 
general character of the device of elementary raM-fixing is 
illustrated in the following description : " Suppose the work to 
be planing a surface on a piece of cast iron. In the ordinary 
system of piece-work the rate-fixer would look through his 
records of work done by the planing machine until ^e found 
a piece of work as nearly as possible similar to the proposed 
job, and then guess at the time required to do the new piece 
of work. Under the elementary system, however, some such 
analysis as the following would be made : 

Work done by Man. , 

Minntea. 

Time bo lift piece from floor to planer table 

Time to level and set work true on table . 

Time to put on stops and bolts .... 

Time to remove stops and bolts .... 

Time to remove piece to floor ..... 

Time to clean machine ...... 

Work done by Machine. 

Time to rough off cut J in. thick, 4 ft. long, 2 J in. wide 

Time to rough off cut \ in. thick, 3 ft. long, 1 2 in. wide, etc. 

Time to finish cut 4 ft. long, 2 J in. wide . . . 

Time to finish cut 3 ft. long, 12 in. wide, etc. . . 

Total ....... 

Add — per cent for unavoidable delays . 

It is evident that this job consists of a combination of 
elementary operations, the time to do each of which can be 
readily determined by observation, and, while this exact com- 
bination of operations may never occur again, elementary opera- 
tions similar to some of those given will be performed ni 
differing combinations almost every day in the same shop. 
The rate-fixer soon becomes so familiar with the time for each 
of the elements that he can write them down from memory. 
For the part of the work which is done by the machine he 
refers to tables, which are made out for each machine, giving 
the time required for any combination of breadth, depth, sn 
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length of ont.”^ This method is not, of course, perfect; for to 
determine what interval shall be allowed for passing from 
one elementary process to another is still a matter of more 
or less arbitrary judgment* Nevertheless, the method un- 
doubtedly makes it feasible to ascertain what rate of wage is 
a fair one in a number of jobs, for which, apart from it, 
this could not possibly be done. 

§ 7. Thirdly, allowance must be made for differences in 
the assistance which different workpeople receive in their work 
from the co-operation of managing power. When the organisa- 
tion of a factory is bad, so that men are kept waiting for 
their material, and so on, a man of given efficiency will be 
able to produce a smaller output, and, therefore, ought to be 
paid a larger piece-wage, than when the organisation is good. 
That this point is very important is suggested by the following 
comment of an experienced observer ; “ The methods and dis- 
tribution of work vary surprisingly in different places, and the 
real wage received is greatly affected by the degree of organis- 
ing and administrative ability that may happen to be possessed 
by the person in command. It is a common thing for groups 
of workers employed in different rooms of the same factory, 
doing precisely the same work Tmder identical outward conch- 
tions, and at the same piece-work rates, to show weekly general 
averages, one of which will be always steadily larger than the 
other.”* It is obvious that very great difficulties — not the 
least of them being that the quality of the management in all 
finns is liable to vary from time to time — ^must be met with 
in any attempt to calculate with accuracy the allowances that 
ought to be made under this head. These difficulties cannot 
l*e completely overcome. When, however, they seem likely to 
l)e serious, they may, to some extent, be met by the estab- 
lislunent,as an adjunct to the piece- wage system, of a minimum 
tirae-wage, below which the earnings of workmen of average 
finality shall in no circumstances be allowed to fall. Strong 
trade unions generally aim at securing this,* and the Minimum 
^age (Coal Miners) Act enforces it by law. This arrangement, 

* Bngineeriiig Magaaim, l&Ol, j). 624. 

* Cf. Hoxia, SetmitifiB itomagmsnt and Zabour, p. $1, 

* Black, Itahtn GloUuatt p. 145, 

* Cf, Ook, fh$ Ihugment qf Wages, p. 4, 



584 


ECONOMICS OF WELFAEE 


rr. Ill 


in effect, makes an allowance for extreme$ of incapable manage- 
ment. It also makes an allowance for accidental fluctua- 
tions of management. Within any factory or mine, in 
which managing ability stands on the whole at the average 
level, there will necessarily occur from time to tinje accidental 
variations in the facilities afforded to individual trorkmen in 
the conduct of their operationa " Suppose a gang u unloading 
coal cars at so much per ton, and tne switching cr^w is tardy 
in moving away empties and setting in loaded ciiirs, and so 
keeps them idle for considerable periods, or suppose that, in 
setting in the new cars, it places them badly, so that the men 
have an extra long throw and work at a disadvantage. Again, 
the workmen may be unable to make fair wages through no 
fault of their own. Suppose, once more, a working gang is 
made up by the foreman so that green men are mixed with 
skilled, and these green men by their awkwardness cut down 
the output of the whole gang. Here, again, if they are 
working at piece-rates, their earnings are reduced without 
their fault." ^ On the average of a long period, no doubt, 
accidents of this kind would be spread fairly evenly among 
all the workpeople employed, so that everybody would get 
approximately fair wages on the whole. Wide occasional 
variations from a man’s ordinary weekly wages are, however, 
injurious, and ought, if possible, to be prevented. The addi- 
tion of a properly constructed minimum time-wage does prevent 
them. In order that it may provide against extremes of bad 
management and against these accidental fluctuations, without 
also bringing about other and unintended consequences, it 
must possess the following characteristica First, when the 
minimum time-wage is introduced, the general level of the 
prevailing system of piece-rates should be slightly lowered; 
fOT, if this is not done, the average eflBciency-wage paid in the 
industry is, in effect, raised ; and that is an unintended conse- 
quence. A coroUary is that the minimum time-wage should 
change when the general average piece-rate of a district 
changes. Secondly, the minimum time-wage should he 
such as to yield somewhat lower day earnings to the man c 
normal eflBciency than such a men might expect to earn, wi*- 
* Ooiag, IHneiplM Induttriai p. ISt. 
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average good fortune, upon piece-wages. For, otherwise, the 
stimulus to effort, which piece-wages are designed to afford, 
will be, in great measure, destroyed, and, as a result, output 
may be much reduced; and this is a second unintended 
consequence. Thirdly, provision should somehow be made to 
secure that the full minimum time-wage is only payable to 
workmen of normal capacity. If it is a perfectly general 
minimum, it will imply— ^et a third unintended consequence 
enforced enhancement, above the general level, of the 
efficiency wages of incompetent men. There is, therefore, 
required a rule, such as is provided under the British Minimum 
Wage (Coal Miners) Act, that those workmen who frequently 
fail to turn out a stipulated amount of output in a normal 
week, when they are not hindered by accident, sickness, or 
abnormality in their work-place, shall be placed outside the 
scope of the minimum time-wage. 



CHAPTER XVI 


FAIENESS AS A VARIABLE RELATION 


§ 1. As between persons exactly similar in quality fair wages 
mean, in accordance with what is said in § 1 of the last chapter 
but one, equal wages, subject only to adjustment for differences 
in the incidental advantages enjoyed ; and they mean this in all 
circumstances whatever. As between dissimilar persons fair 
wages mean, in like manner, in any given set of circumstances, 
wages which are proportioned to efficiency and which, there- 
fore, bear to one another a certain definite numerical 
relation. At first sight it may be supposed that this numerical 
relation, like the relation of equality required for fairness 
between similar persons, will be the same in all circumstances. 
This, however, is not so ; for the reason that the comparative 


eflSciencies of different persons possessing given qualities and 
capacities are not the same in all circumstances. It is tlie 
task of the present chapter, to make tliis matter clear. For 
that purpose it is convenient to distinguish differences 
between workpeople under two heads: (1) differences in the 
degrees of a given kind of ability4 (2) differences in the kinds 
of ability that they severally possess. I shall begin by ignor- 
ing differences of kind, and assume that there is only one kind 


of ability distributed to different people in different degrees. 

§ 2. The key here is given by Marshall in his discussion 
of the fertility of land. He shows, it will be remembered, 
that, even when we are considering only fertility in respect 
of one kind of crop — which corresponds to my one “ kind ” of 
ability — the fertilities of two dissimilar pieces of land do not 
bear to one another a single numerical relation which is the 
same in all circumstances. On the contrary, this relation 
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will be different in different states of demand, different 
conditions of capital supply, and so on; and it may even 
happen that a piece of land, which is more fertile than another 
in one set of circumstances, will be the less fertile of the two 
in another set In like manner we now find that the net 
product (conceived as marginal) and, therefore, the efficiency 
of workman A, is liable ^to bear a numerical relation to the 
net product (similarly conceived) of workman B, which varies 
as the supply of tools and so on, with which their labour is 
assisted, varies. Thus, though in any given set of conditions 
there is some definite numerical relation between the wages 
of the two men which is fair, this relation does not depend 
simply upon their personal qualities, but is liable to change as 
external circumstances change. 

§ 3. Marshall’s analysis of fertility suggests the further 
inference that progress tends in a general way to level up 
the efficiency of workers possessing less ability relatively to 
that of workers possessing more ability, and so to make the 
fair ratio between their wages approach more closely towards 
unity. He writes : “ Independently of any change in the 
suitability of the prevailing crops and method of cultivation 
of special soils, there is a constant tendency towards equality 
in the value of different soils. In the absence of any special 
cause to the contrary, the growth of population and wealth 
will make the poorer soils gain on the richer.” ^ If this is 
so, it would seem that an analogous proposition ought to hold 
good of workpeople possessing different degrees of ability 
engaged in producing the same thing. MarshaH’s proposition 
can be rigidly prove<l for pieces of land which differ from 
one another in such wise that the yield to an r“* unit of 
investment in one exceeds the yield to an r** unit in the 
other by the same constant amount for all values of r. 
Marshall illustrates this case by means of a diagram.* But, 
of course, pieces of land need not be related to one another 
in this way. It may be that acre A yields a lower return 
than acre B for each dose of investment up to the R”' dose, 
•^nd thereafter yields a progressively greater return. In this 

* qf Ecimamieit, p. 262* 

* /hid. p. 162, footnato. 
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case acre B is the worse when (R+^) doses are being invested, 
but its rentability — which is a measure of its fertility — so 
far from approaching towards that of acre A, is likely to 
fall further behind it, when a rising demand for th^ products 
of land causes the number of doses to increase beyo^ (B+A;). 
Hence the question whether or not the rentabilities m acres of 
different capacities for producing a given crop tena towards 
equality as demand grows depends upon what sort ot relation 
usually holds between what Marshall calls the produce-curves 
(i.e. the lists of yields to various doses of investment) of 
different acres picked at random. In my judgment the usual 
(probable) relation is such as to warrant Marshall’s con- 
clusion.^ If this is so, we may add, by parity of reasoning, 
that the wage rates, that tend to be paid and are ’‘fair*’ 
between workpeople possessing different degrees of the same 
ability, will tend towards equality as population and wealth 
increase. 

§ 4. Account has next to be taken of the fact that men 
are born with different kinds of ability as well as with 
different degrees of it. No doubt, it is possible for two men 
or two acres of land to differ from one another in such a way 
that the ratio between their capacities, when the price of 
capital stands at any given level, is the same for all purposes. 
This, however, is not likely to happen often. With capital 
at a given price, one man will generally stand in one relation 
to another in respect, say, of physical strength and in a 
different relation in respect, say, of mathematical ability; 
just as one acre will be 10 per cent better than another for 
growing barley but 20 per cent- better for growing wheat. 
Indeed, it may easily happen that the order of merit between 
two men is different for different purposes. Mr. Tunney has the 

‘ If the produce-curves for two ecres are parallel to one another, then, aa 
Marshall shows, whatever the shape of these curves, an increase of demand for 
the product (say wheat) makes the rentability of the inferior acre a larger 
povportion than before of the rentability of the other. If the eurvee are straigld 
lilies and one lies above the other throughout its length, the same thing is true, 
even though the corves are not parallel. If the onrves are straight lines and 
cot yne another, it is not true. If they are straight lines and if they coincide 
initially (i.e. in respect of the first dose of investment) tiie ratio between the 
rentabilities ot the two acres is the same in all states of demand. If they er* 
not parcel and are not straight lines, no general statement oan be made. I'heee 
rsaulti are easily demonstrate by meana of rimple diagrams. 
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advantage of Herr Einstein in a boxing ring but not in a 
laboratory. It follows that, when either the public demands 
for the services which different sorts of ability can render 
change relatively to one another (whether as a result of 
changes in taste or of changes in the distribution of income 
among people with different tastes), or when developments of 
technique alter the relative importance of different sorts of 
ability in producing services and things, (1) it will be profitable 
to alter the relative amounts of capital invested in training 
different types of men, and (2) the relative efficiencies of 
different tyjies, both net and gross (i.e. reckoned as including 
interest on capital), and so the relative earnings that are 
"fair” between these types, will change. Thus, when the 
war raised greatly the demand for the services of common 
soldiers, the efficiency and earnings of unskilled workers 
rose while those of musicians fell; and, had the war gone 
on for ever, children born with a special faculty for soldier* 
ing would have had a relatively high, and those born with 
a special faculty for music, a relatively low, expectation of 
earnings. On the other hand, technical developments enabling 
a great many industrial operations to be performed by 
elaborate machines associated with highly skilled attendants 
cause the efficiencies and the earnings expectation of intelligent 
children to rise relatively to those of children bom with the 
temperament and physique of an ox. Again, if an invention 
causes blindness to be less of a handicap in some occupation 
than it has been hitherto, blind men will tend to flow into 
that occupation and other men out of it, until finally, their 
relative efficiency having risen, the earnings of blind 
inen are everywhere slightly higher than before relatively 
to those of other men. With a wider sweep but a like 
aim Bateson wrote: “The fact that families or individuals 
rose into prominence or dropped into obscurity when the 
great industrial development of this country began, does not 
prove that the strains from which they came ought previously 
and in differing circumstances to have been in different relative 
positions. In various circumstances various qualiti«s are re- 
quired for success.” * The efficiencies of different types of people 
* Bielogieal JW and tkt StmOun p. 32. 
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are thus determined, not merely by their natures alone, nor 
yet by their natures in conjunction with the supply price of 
capital, but by these things together with the state of demand 
for different sorts of service and the state of industrial 
technique in various occupations. It is not possibl^, I think, 
to say what kind of change in relative efficiencies, nnd so in 
relative earnings — a scattering or a tendency towards greater 
equality — future developments in 'tastes and technique are 
likely to bring about. \ 

§ 5. The significance of the preceding analysis becomes 
apparent when the question is asked whether or not the wage 
ruling in some one industry is or is not fair relatively to that 
ruling in others. The main issue here is, of course, concerned 
with the relation between the wages of average workpeople in 
different industries. For, when the wage that is fair for an 
average worker in one industry relatively to that of an average 
worker in another is known, to discover the allowance that 
should be made for those above or below the average is 
a comparatively simple matter. If we knew, by direct judg- 
ment or otherwise, that these average workers were in all 
respects exactly alike, we should know also, in accordance 
with what was said in Chapter XIV. § 1, that fair wages would 
be equal wages. But, if we do not know that the workers in 
the industries we are comparing are exactly alike, the problem 
is much more complicated. It is true, as was shown in the 
section cited above, that, if wages are not proportioned to 
efficiency — as measured by marginal net product multiplied 
by price — they cannot stand in a fair relation to one another. 
But it is not true that, if they are proportioned to efficiency 
in this sense, they must stand in a fair relation. They only 
do this if a second condition is also fulfilled ; namely, if labour 
as between the industries is distributed ideally, ie. so as to 
maximise the national dividend in the wide sense of Chapter 
IX. § 2} How in these circumstances is it possible in practice 
to decide whether or not the wage ruling in one industry rela- 
tively to others is or is not fair ? In certain conditions a work- 
able method is available. It may be possible to find some model, 
or standard, year, in which there was a general agreement 
1 Ot ante. Obap. XIV. 1 1. 
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among employers and employed in an industry that the wage 
rate there was &ir relatively to that ruling in other industries. 
This wage rate will be our starting-point. Having ascertained 
it, we try to discover by statistical inquiry in what proportion 
wage rates in other industries have changed since our standard 
year. Suppose that they have risen by 20 per cent. Then, 
if no obvious change has occurred in the comparative average 
qualities of the workptfcple in our industry and in other 
industries, we conclude that the fair wage for our industry 
now is the wage that ruled there in the standard year fltis a 
rise of 20 per cent. This method, which during the pre-war 
period was, in effect, pursued for a long time by Conciliation 
Boards in the coal industry, often enables a reasonably close 
determination of fair wages to be made. The analysis of the 
present chapter shows, however, that it only does this, and is, 
therefore, only applicable, provided that nothing has happened 
meanwhile to modify appreciably the relative aggregate 
demands for the kinds and degrees of ability that are chiefly 
utilised in our industry and in other industries respectively. 
If the popular taste for horse-racing had greatly expanded and 
that for litigation greatly diminished since the date of our 
model year, the abilities which go to make a good jockey would 
have become much more valuable relatively to those that go 
to make a good lawyer, and the fair wage for jockeys as against 
lawyers would now be much higher than it was in that year. 
So far, of course, as the relative supplies of the two sorts of 
abilities deimnd, not on natural endowment, but on differences 
in the amount of money invested in the training and nurture 
of persons initially similar, we should expect that the number of 
persons entering the occupation where the demand had risen 
would increase relatively to the number entering the other, and, 
therefore, that after a time the difference between the new and 
the old fair relation would be pro tanio lessened. Thus a 
falling off in the relative demand for skilled as compared with 
ttuskilled workers would alter the fair relation between the wages 
of the two classes to a less extent in the long run than it did 
immediately. If we may suppose that a relative rise in the 
demand for the services of people possessii^ the natural 
endowments of a jockey, as compared with UK»e possessing 
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the natural endowments of a lawyer, would cause the former 
class to have relatively more children — sharing, we may 
presume, their natural endowments — the difference between 
the new fair relation, as ultimately attained, and the old one, 
would be lessened still further. 



CHAPTEK XVII 


INTERFERENCE TO RAISE WAGES IN PLACES AND OCCUPATIONS 
WHERE THEY ARE ALREADY FAIR 

§ 1. In the analysis of Chapter XIV, attention was confined to 
the effects of interference designed to force up wages in places and 
occupations where they are unfairly low to a rate equivalent to 
that paid for similar labour enjoying similar incidental advan- 
tages elsewhere. It is sometimes claimed, however, that wages 
which are low and fair, as well as those which are low and 
unfair, may often be forced up with advantage to the national 
dividend. We have now to inquire how far and in what 
circumstances this claim is valid. 

§ 2. In his very interesting book, Wages in Practice and 
Theory, Mr. Howe urges strongly that the forcing up of wage 
rates may stimulate employers to improve their methods of 
organisation and technique, not only where, as in the case 
described above on p. 662, exploitation is taking place, but 
throughout the general body of industry.' The extent to 
which this kind of reaction occurs must depend on how far, 
in different industries, the best known practice is already 
adopted by the main body of the employers there and on the 
openings that there are for bettering that practice. But some 
favourable reaction may be looked for not infrequently. As 
a result of it, the maiginal net product of any given quantity 
of labour of given capadity will be indirectly raised, and the 
national dividend pro Umto enhanced ; just as it will be if 
increased wage ratfss lead to an improvement in the work- 
people's capacity in the manner described in the chapter that 
followa This consideration creates some presumption in 

* Im. etf. pp. 204-214. 
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favour of a policy that would push wages upwards gradually 
aud by small degrees, even where they are already fair and 
where there is no question of reactions on workpeople’s 
capacity. In this chapter, however, reactions of thi^ kind are 
left out of account, aud our problem is studied on the assump- 
tion that employers’ technique and methods of oilganisation 
are not appreciably affected by wage policy. V 

§ 3. First, as was implied in the ftourse of Chapter AlV. § 2, 
&ir wages at particular points may sometimes emer^ as the 
result of a conflict and cancelling among two or more unfair 
elements. Thus in some place or occupation the value of the 
marginal net product of labour may be abnomoally high 
because the number of workpeople there is kept down by 
custom or by heavy costs of entry. If this circumstance 
operated alone, the wage rate would be unfairly high. But 
it may also happen that these workpeople are out-bargained by 
their employers, and compelled to accept a wage less than the 
value of the marginal net product of their work. If this 
circumstance operated alone, the wage rate would be unfairly 
low. Conditions are poBsiUe in which these op[)Osing tend- 
encies exactly balance one another, so that the resultant wage 
stands precisely at the level of fairnesa But this fairness 
embodies two elements of unfairness, interference with one of 
which would not benefit, while interference with the other 
would benefit, the national dividend. The interest of the 
dividend requires that the wage rate should not be fair, but 
should be put at a level that embodies the former of the two 
cancelling elements of unfairness. Interference, therefore, is 
desirable in spite of the fact that the wage is Mr. It is 
obvious, however, that an exact cancelling of elements of 
unMmess that act in opposite senses is, in a high degree, 
improbable. Consequently, wage rates that, as wholes, are 
fair cannot reasonably be suspected, except on very si^ecial 
grounds, of embodying any element of unfairness. Hence the 
considerations set out in tliis paragraph, though they point to 
complications in certain sorts of unMr wages, are only ef 
academic interest as regards fair wages. 

§ 4. Secondly, in order that, in any particular place or 
occupation, a wage that is /air as compared with other place* 
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or occupations may also be right from the point of view of the 
national dividend, a certain definite condition must be fulfilled. 
This condition is that in places or occupations in general 
workpeople are receiving as wages the value of the marginal 
net product of their work. If they are receiving less than 
this, they are without the normal inducement to give as 
much work as the general interest demands. The pushing 
up of their wages to a letel that ec^uates demand price and 
supply price would lead to an increase in the size of the 
dividend more than sufficient to compensate them for their 
extra sacrifice of leisure. Now, when things have settled 
down in more or less stable conditions, the play of economic 
forces tends to secure that in industries in general wages do 
correspond to the value of the marginal net product of labour. 
But conditions are liable to change, on account, for example, of 
new mechanical discoveries, the accumulation of capital, the 
opening up of foreign trade, or an expansion in the supply of 
the substance used as money. Any one of these changes 
uecessarily tends to raise the value (in money) of the maiginal 
net product of labour throughout occupations generally. The 
old wage, therefore, though still fair, will, nevertheless, be too 
low. It is to the interest of the national dividend that aU 
wages should be raised. If, however, fairness in every indi- 
vidual wage rate was regarded as a conclusive reason against 
altering it, this change could never come about. Suppose, for 
example, that wage rates over the whole of industry were 
settled by Boards of Conciliation and Arbitration, whether 
wholly voluntary or partly controlled by State authority ; and 
that the principle which each of these Boards followed was 
that of making its own wage rate equal to that paid for similar 
work in other occupations. The result, m the face of changing 
general conditions, would be a complete impam. In like 
manner, it is conceivable that workpeople might, even in 
stable conditions, have their wages " exploited ” everywhere to 
exactly the same extent, and for this reason might be every- 
'''here receiving less than the value of their marginal 
“et product Here again a rigid rule against interfering 
with fair rates would make any correction of the abuse 
impossible. Hence it follows that fairness in a wage rate 
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must not be taken as a conclusive reason against interference 
to raise it. 

§ 5. If it were the fact, either that workpeople n were 
exploited over the general body of industry, or that, over the 
general body of industry, wages were settled by Joint Boards 
whose sole principle of action was to establish fauness, the 
results of the preceding section would be of great! practical 
importance. There would be a wMe field over wh^ inter- 
ference to raise wages that are already fair would b^efit the 
national dividend. As a matter of fact, however, the general 
body of industry is not controlled by Joint Boards actuated 
by the single principle of fairness, and there is good reason 
to believe that the places and occupations in which work- 
people are exploited form but a small part of the whole. 
Hence these special reasons for interfering with wage rates 
on some occasions, in spite of their being “ fair,” are not of 
wide application. It must, however, be conceded that, when 
a large and sudden change, such as might be brought about 
by the issue of a large quantity of paper money, takes place 
in the money cc^ts of living, money wages in general will 
not respond immediately, and, therefore, for a time real wages 
all round will tend to be too low. Hence a policy which 
only interferes to raise unfair wages will lose opportunities 
for speeding up the required adjustment. If an external 
authority could force wages in any industry or group of 
industries from that old level, which is at the moment still 
“ fair,” to the new level which will be " fair ” in a short time, 
it would benefit the national dividend. It wiU, of coiu^, be 
understood that, when the money, cost of living undergoes a 
large and sudden change, the response on the side of money 
wages, which it is the function of the authority to expedite, 
is not the same in all circumstances. If a given rise in the money 
cost of living is a part of an equivalent rise in prices generally, 
caused by a banking or currency change, the proper response 
is a rise in money wages sufficient to make real wages equal to 
what they were before. If the given rise in the cost of living is 
a part of an equivalent rise in prioM generally, caused by 
diminished facilities for production, such as might result fru^ 
the destruction of real capital in war, the prefer response is 
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either no rise in money wages, or, at all events, a rise less 
than sufficient to establish the old real wage ; for the real 
demand for labour will have fallen off. Again, if the given 
rise in the cost of living is the result of a real rise in the cost 
of producing the things on which wages are predominantly 
spent, unaccompanied by any similar rise in the real cost of 
producing other things, the proper response is, for the 
same reason, either no rise in money wages, or, at aD 
events, a rise less than sufficient to establish the old real 
wage. These distinctions are not always perceived clearly. 
There is also another complication of a different kind. 
The “cost of living" is not a single definite thing, which 
necessarily changes in equal proportion for all classes of 
the population. It may reasonably be argued that, since 
better-to-do persons, accustomed to more varied purchases, 
have a greater power of substituting things that have risen 
less for things that have risen more in price than poorer 
persons have, the sort of price movement that took place during 
the war really raised the cost of living proportionately more 
the lower we descend in the scale of earnings. This con- 
sideration affords a defence for the practice adopted in the 
cost-of-living sliding scales, introduced during and immediately 
after the war, of making wages vary less than in proportion 
to the Board of Trade cost-of-living figure, except for persons 
in the lower wage-groups. Had wi^es been raised equally 
for all wage-earners, the relative position of better-paid 
workers, as against worse-paid workers, would, it might be 
argued, have been improved and not kept constant 

§ 6. We have now to consider a much broader claim. 
This is that, in any occupation where wages are low, 
whether or not they are fair (relatively to the degree of 
efficiency among the workers engaged in them), they ought 
^ be raised far enough to yield a decent subsistence to 
the averi^ worker ; a “ decent subsistence " for the average 
nian and the average woman respectively being interpreted 
bj the light of the fact that the former has, and the latter 
bas not, to support a family. Some approach to a recognition 
this claim was made in a modification introduced into the 
British Trades Boards Act of 1918, as against the original 



598 


ECONOMICS OF WELFARE 


n. in 


Act of 1909. Whereas under the original Act a condition 
precedent to the establishment of a Trade Board in an industry 
is that wages there are exceptionally low, under the later Act 
it is sufficient that the trade be unorganised and, therefore, 
likely to be in receipt of wages unduly low. Elrewhere the 
claim has been accepted explicitly. Thus the SoutmAustralian 
Industrial Arbitration Act 1912 ^provides that “khe Court 
shall not have power to order or prescribe wages 'which do 
not secure to the employees affected a living wage. ^ ‘ Living 
wage’ means a sum sufficient for the normal and reasonable 
needs of the average employee living in the locality where 
the work under consideration is done or is being done.”' 
In the Western Australian Act it is laid down that "no 
minimum rate of wages or other remuneration shall be 
prescribed, which is not sufficient to enable the average 
worker to whom it applies to live in reasonable comfort, 
having regard to any domestic obligations to which such 
average worker would be ordinarily subject.” * In the 
New ^uth Wales Act of 1918 these general rules are given 
a statistical interpretation. The Board of Trade is ordered, 
after public inquiry into the cost of living, to declare from 
year to year what shall be the living wages respectively of 
male and female adult employees (other than those who are 
abnormally inefficient) in the State or any defined area thereof, 
and no industrial agreement shall be entered into, and no 
award made, for wages lower than such living wages. In the 
Arbitration Court of the Australian Commonwealth Mr. 
Justice Higgins proceeded (as regards unskilled workers) on 
the same principles, seeking to ei^ablish basic wages dependent 
on the cost of living for a normal man presumed to be the head 
of a family of five persons and for a normal woman presumed 
to support herself alone,* In most of the American Stfites, 
which have minimum wage laws for women, the minimum 

• Bulletin o/Ou U.S. Bureau of Labour Statutiee, No. 1#7, pp. 166-8. 

• JHd. p. 167. . , , 

• Of. bis interesting book, A New Provvnee for Law and Order. Fw 
workers he simed st sddiug to the basic wtge “ a seoondsiy wsm,” m 
detenuinstion of which a dominant part aboold be played by oonsideratioiw w 
to what the trade would bear. It will be notioed tiiat, on Mr. Jnstioe HigK"’* 
prindples, the root rete of wages for unskilled workers would never cbai'S 
atalL 
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wage is defined as one sufficient to supply the necessary cost 
of living and to maintain the employee in health.' 

§ 7. In popular discussion the issue which these proposals 
raise is sometimes blurred by a confused idea that a living 
wage implies, for workmen of normal capacity in any industry 
which enjoys it, a “ living income.” This, of course, is not so. 

A living wage, as ordinarily conceived, for a man, is a wage 
that will enable the pefson who receives it, if he has an 
average family to maintain and if he has average good fortune 
in the matter of sickness, to earn an income sufficient for a 
good life. But a rate of wages that will achieve this 
end in these conditions will not achieve it for a man with 
a family in excess of the average or subjected to an imusual 
amount of sickness.* Nor can the “ living wage ” t-AlfA 
account of the fact that some workpeople need to support 
parents who are past work as well as their own chil^n, 
or of the further fact that the wives of some workpeople 
contribute nothing towards the family income, while those of 
others contribute largely. Moreover, a wage for the bread- 
winner, which would provide a “ living ” for his family at one 
stage of its growth, would be quite inadequate at another stage. 
This consideration is very important Dr. Bowley, for example, 
on the basis of his investigations into the condition of the 
poor at Reading in 1912, estimated that the minimum 
expenditure necessary for the attainment of a reasonable 
standard of living "at marriage would be Ifis. weekly and 
would rise gradually to about 25s. in five years and 28& in 
ten years, provided that there were four children all surviving. 
It would remain at 28s. for another five years, and then fall 
back to 16 b. as the children became self-supporting.”* For 
women workers the connection between living wage and 
living income is even more remote, in view of the great 
differences between the positions of women mainly supported 

’ Of. Bulletin njf the V.8.A. Bureau ef Laibour, No. 285. These laws, so far 
as they effect minces, do not stipulate for a wage that shall coTer subsistence, 
for one that is "suitable " and “not unreasonably low." 

Mr. Sowntree has diown that in York, if a minimum wage based on a 
ajmly of as manv as five dependent children were established, no less than 20 

pw cent of the ^dren bom would be inadequately nromled for for five years 
or more (TO, p, 4 

^ Memtrmrn tfSoekt flkwuwwiMi, pp. 179-80. 
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by their httabands, self-supportang single women, and women 
who are themselves the principal bread-winners of a family. 
These various considerations taken together make it plain that 
the enforcement in any industry of a living w^, in any 
plausible sense of that term, would go a very! little way 
towards ensuring a “ living income ” even to those workpeople 
who regularly rwseived it. Our natural desire to \ ensure in 
every industry a living income is •‘thus not really relevant 
to the “ living wage.” The policy of forcing up Wage rates 
in industries employing workpeople of such a low grade that 
fair rates, as defined in Chapter XIV., are less than living 
rates — however we may choose to define these — has, therefore, 
to be considered separately on its own merits. 

§ 8. An argument by which it is widely supported is as 
follows: '*An industry, which uses up the human capital 
without replacing it, is not self-supporting and does positive 
harm to the community. When, therefore, a woman is 
partially maintained by some other source, such as by a 
father, husband, etc., the industry which employs her is 
being subsidised from these other sources to the extent by 
which her wages fall short of proper maintenance." ^ In other 
words, to allow the low wages, which make this subsidisation 
necessary, to continue, is to allow a process to go on, 
by which productive power and, consequently, the national 
dividend of the future, are steadily eaten away. This 
argument is invalid. It depends upon an ambiguity in the 
phrase “ uses up.” If the setting to work of people at some 
industry wears out and destroys productive powers, which, had 
they not been set to work in that industry, would be avail- 
able to augment the national dividend, then the destruction 
of this productive power ought strictly to be debited against 
that industry. Its social net product falls short of its private 
net product to that extent But there is no general pre- 
sumption that an industry employing low-grade workers and 
paying them a wage equivalent to what they could obtain 
elsewhere is using up human capital in this sense. For, if 
it did not employ them, they would either be employed in 
another industry at the same wage or they would not be 
* WomeB'i Sappl«tn«iit to Nnt Stattmam, Feb. 31, Itli. 
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employed at all; and in either event there is no reason to 
suppose that their productive powers would be worn out any 
less soon. The industry, therefore, only us«ft up their pro- 
ductive powers in the sense of using or employing them, not 
in the sense of wearing them out. Hence there is no difference 
between the (marginal) social and the (marginal) private net 
product of the work done in it, and no damage is caused to the 
national dividend by its Continuance. Nor is this conclusion 
affected by the fact — when it is a fact — ^that the workers 
engaged in the industry are “ subsidised ” from other sources ; 
because, if they were not engaged in this industry, they would 
still have to be “ subsidised ” to at least as great an extent. 
It is true, as was argued at length in Chapter XIV., that, if an 
occupation or section of an occupation is maintaining itself in 
being by its power to pay to workpeople of a given grade of 
capacity less wages than such workpeople covld, and, apart 
from the existence of that occupation or section of occupation, 
wovld earn elsewhere, then the continuance in existence of 
that occupation or section involves a waste of the resources of 
the community. Here there is true parasitism. The essence of 
it, however, lies in the fact that workers ore paid less than they 
could and would earn elsewhere. When this is not happening 
there is no parasitism, even though workers are being paid 
much lees than is required to maintain them in independent 
self-support. The thesis that industries which pay less than 
" fair wages ” ought to be forbidden by law to do this, even 
though such prohibition involves their destruction, is quite 
different from, and lends no support to, the thesis that in- 
dustries which pay less than a “ living wage " to workpeople 
who are in fact worth, for all purposes, 1^ than a living 
wage, ought to be subjected to a similar prohibition. This 
common argument, therefore, breaks down, and our problem 
must be studied without reference to it 

§ 9. We suppose that a particular industry is employing 
low-grade workers, and that these workers are being paid a 
wage, which, in view of their comparative inefiBciency, is fair 
relatively to that i»id in other industries ; and we. suppose 
further that equality of eflSciency wi^es in this industry and 
elsewhere is accompanied both by equality in the values of 
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marginal net products there and elsewhere and also by a gmieral 
equality between wages and these values. In these conditions, 
if the wage rate in our industry is forced up, a strong induce- 
ment is offered to employers to distribute inferior workpeople 
away from the occupations in which they are specially privi- 
leged, leaving these occupations to be occupied delusively 
by more capable men. For example, the estaplishment 
of different (real) trade union rafes of wages in \ different 
towns is met, in the main, by the abler workpeople gravi- 
tating to the towns with higher real wages, just as the 
establishment of the “dockers’ tanner” in 1889 was met by 
the substitution, in part, of strong immigrants from the 
country for the weaker men among the old dockers. If this 
class of reaction occurs, it will not really happen to any sub- 
stantial extent that the workers aimed at are paid higher wages 
than before. AU that will be accomplished will be a reilis- 
tribution of workers of different grades between different 
occupations. Consequently, no significant effect, either favour- 
able or adverse, will be produced upon the aixe of the 
national dividend. The attempt at interference in favour of 
particular workpeople will, in fiict, be parried by evasion. 
us suppose, however, that for some reason this reshuflling 
of workpeople is impracticabla Then, unless, of courso, 
the demand for labour is perfectly inelastic, it must happen 
that some labour is ejected from employment in the 
industry where wages have been raised, with the result 
that, according to circumstances, it is either not employed 
at all or is employed elsewhere in conditions such that the 
value of the net product of most of it is less than it whs. 
That this must be so follows directly from the analysis sketched 
out in Chapter XIV. The inference is that, employers’ 
technique being given, apart from reactions on workpeojde's 
capacity, to force up wages to a " living “ standard in an in- 
dustry where the fair wage is less than a living wage 
injure the national dividend. 

§ 10. At first sight it is natural to suppose that the damag® 
done will be roughly proportionate to the number of occupa- 
tions to which the interference extends ; so that ths dividend 
will be reduced three times as much if a living wage 
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enforced in all of three similar industries, where the fair wage 
is less than a living wage, as it would be if only one of them 
was touched. This, however, is an underestimate. When 
labour — and, consequently, capital also — is driven out of one 
occupation, it moves, in the ordinary course, into others ; and, 
though it produces there less than it was producing before, it still 
produces a good deaL If only a little labour and capital are 
thus sent seeking a newlhome, and there is a large field open 
to them, the new contribution of each unit will be worth 
very nearly as much as the old contribution. But, if, with a 
given field open to them, more labour and capital are sent 
to seek work, they will have to be pushed into less highly 
valued uses, and the new contribution made by each unit 
will be less. Hence a doubling or trebling of the amount of 
interference, and, consequently, of the quantity of labour and 
capital turned loose, will involve more than a doubling or 
trebling of the damage done to the dividend. This con- 
sideration must be borne in mind when any inference is 
attempted from Australian experience as to the probable 
effect of forcing up the wages of low-paid industries in this 
country. For " industrialism is relatively simple in form and 
limited in extent in the Australian colonies. Agriculture is 
the chief occupation, and this, being untouched by the arbitra- 
tion laws, is a vent for any labour or capital driven out of the 
industries.” * In this country the proportionate part played 
by agriculture is enormously smaller, and, therefore, the vent 
available, if a wide-reaching policy of forcing up industrial 
wag^ were attempted, would be far less extensive. More- 
over, it is practically certain that in the United Kingdom 
this policy could not be applied to industry without being 
applied to agriculture alsa The danger to the national 
dividend would, therefore, be very much greater than Australian 
experience su^ests. 

§ 11. Up to this point we have tacitly assumed that the 
old-established practice of disregarding conjugal and family 
estate in fixing wages will be maintained. Of recent years, 

‘ Ohapmaa, Work md Wogta, voL H. p. 268. Since 1*e passing of the 
nduBtrial ^rbitmtion (furtiier Amendment) Act of 1918, it is no longer wholly 
iTii agriculture is untouched by the arbitratioB 
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however, considerable attention has been paid to proposals for 
regulating wages on a family basis. These proposals involve 
a departure from the ideal of fair wages even larger than is 
involved in the policy of " a living wage ” as described above. 
For they require that different men of equal qualiw shall be 
paid wages that differ in accordance with the number of 
children that they have. During the Great War tpe wages 
paid to soldiers (pay and maintenancd^ allowances bein^ counted 
together) were, in effect, regulated on this principle ; And the 
war bonuses on accorint of the increase in the cost of living, 
that were paid to members of the police force, were also on a 
family basis. It has long been understood that a public 
authority, if it chooses, is free to adopt a plan of this kind for 
the payment of its own servants, but it has been felt that no 
such arrangement could be introduced into the general body of 
industry without causing whatever unemployment there is at 
any time to be concentrated upon men with large families. 
In the last few years, however, there has been a very marked 
movement in several countries towards what has come to be 
called the “ family wage system.” In Germany, owing to the 
serious fall in real wages, a man with a family cannot live on 
the ordinary rate. In consequence of this, "the system of 
paying extra allowances in respect of family is now very wide- 
spread. An analysis, from this point of view, of the terms of 
current collective agreements was recently undertaken by the 
German Ministry of Labour. It shows that, while there are 
scarcely any trades in which the family>wage principle is not 
applied to some extent, there are a number of important 
industries in which it is universally recognised, amongst the 
latter being coal-mining, mechanical engineering, textile and 
paper and cardboard manufacture.”^ In France the system 
first began to assume importance in 1916, and has since 
develop^ so far that, by 1923, some 2^ million workers were 
affected by it. In separate industries “ compensation funds ” 
are established, to which the separate employers contribute in 
proportion to their wages bill, and from which the whole of the 
family allowances are paid.* By this device, an employer makes 
the same total payment in respect of each worker employed by 
* LcAowr OemetU, H«rdi 1928, pp. 86*7. * Mi, p. 88. 



CH. XVU 


FAIE WAGES 


605 


him whatever the size of his family, and there is, therefore, no 
inducement to anybody to engage single men in preference to 
married men. In Belgium, Holland and Austria this system 
has also had some vogue.' It is easy to see that, on plans of 
this type, a given aggregate wage payment would yield a bigger 
direct return in social benefit than it would have done under 
a living-wage rule of the ordinary type. But the family 
wage, in any form, is open to a serious objection from another 
side. It necessarily implies the taxing of bachelors in 
order to provide a bounty for men with large families — a sort 
of bounty on parenthood. I do not now raise the question 
whether this is, in principle, a good or a bad thing; a 
question in connection with which it is relevant to observe 
that those bachelors who afterwards marry get compensation 
in later life for the damage they have suffered in youth. 
Plainly, however, different bachelors of equal earning power 
ought to be taxed equally. But, if the family -wage plan is 
adopted, those of them who happen to work in industries where 
the proportion of bachelors, as compared with family men, is 
small will be hit very much more severely than their confreres 
in industries where the proportion of bachelors is large. If 
taxation is to be raised for the purpose of giving bounties to 
the heads of large families, it would seem better to raise it 
through the ordinary machinery of taxation, rather than in this 
hidden and uneven way. This consideration is applicable to a 
family-wage system applied universally by State decree to all 
iudustriea As against stich a system confined to particular 
industries there is the further objection that it must tend to 
fill those industries with married men with large families, and 
to leave there no bachelors to be taxed in their interest.® In 
1927 New South Wales passed a Family Endowment Act, 
which provides for a payment of 6s. per week to the mother 
for each child in families with incomes of less than the official 

’ Ct Rsthbone, Eeowmic Journal, 1920, p. S61. 

Cf. Heunaao, “The Femily-Wage CJontroversy in Qeimany,’’ Samcmic 
Journal, December 1923, p. 618. For as aocoost of “family-wage" ansnge- 
®ent in France, of, Douglaa, “ Family Allowances and Clearing Funds in Fraaot^" 

the Qmritrly Journal </ Awnomie*, February 1924. An interesting dfe- 
ousMon of family wages and altematiTe forms of fkinUy endowment is contained 
»» Mias Bathbcme's book, IUMwHiti FumiUy, (X. also Cohen, JPamOy 
Inione /nersosa. 
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Uving wage for a man and wife without children, plus £13 
a fear in respect of each child, and raises the necessary 
revenue by contributions from employers in all industries 
proportionate to their wt^es bilL^ 

1 For lUQ aoooimt of this Aot of. Tht Quarterly Journal of 
1928, pp. 500 et seq. 
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CHAPTER XVIII 


WAGE RATES AND CAPACITY 

§ 1. The whole of the analysis of the three preceding chapters 
has been conducted without reference to the effects which 
interference to raise wages may produce upon the physique, 
mentality and morale, and so upon the efficiency of the work- 
people, But, as we have just seen, certain industries exist whose 
operations require little or no skill, and in which even the 
normal so-called able-bodied workers are of an exceedingly low 
grade. In these industries — simple sewing at home is one 
of them — even a fair rate of wages, and, still more, an unfair 
rate, is necessarily an exceedingly low rate. In such industries 
it seems probable priitm fade that interference designed to 
force up wage rates would react upon the capacity of the 
workpeople and so might indirectly increase the national 
dividend, even though the direct effects, taken by themselves, 
would have been adverse. The reaction to be expected is 
partly physical, resulting from increased strength due to better 
food and better conditions of life. It is also partly psycho- 
logical, resulting from a sense of fair treatment, an increased 
feeling of hopefulness, and the knowledge that, with the 
increased wage, slack work is more likely to lead to a loss of 
employment. Hence, in occupations employing exceptionally 
low-grade workpeople — and an sj^ment of the same kind, 
though of less force, can be advanced about those employing 
^tter workpeople — there would seem to be a stronger case for 
interference to raise wages than the considerations advanced 
in the preceding chapters by themselves indicate. This 
suggestion has now to be examined. 

§ 2. It is sometimes thought that light can be thrown 

S07 
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upon it by comparing the capacities of workpeople employed 
in occupations or firms where the earnings are high and lo\v 
respectively. It is found that people who earn good mone}' 
are very mudb more capable than those who eani bad money 
and it is inferred that, if the latter were paid as Wuch as the 
former, they would thereby be raised to their standard. This 
reasoning is inadequate. The fact that workpeopi|e in high- 
wage districts are, in general, mort capable than Workpeople 
in low-wage districts does not prove that high v^ges cause 
high capacity; for there is available the alternative explana- 
tion that high capacity causes high wages. Nor does the fact 
that workpeople, who have moved from low-wage to high-wage 
districts, are soon found to be earning the wages proper to 
these latter districts prove this; for the people most likely 
to undertake such journeys are just those who feel themselves 
already more capable and worth a larger wage than their 
neighbours. All statistical arguments of the above type must 
be regarded with the greatest suspicion. In order to discover 
experimentally how increased earnings react upon capacity, 
we should need to investigate the output of the same individual 
workman in the same environment under both low-wage and 
high-wage conditiona It is only thus that we could ascertain 
the extent of the reaction which improved pay would produce 
in workpeople of different income grades. Unfortunately 
investigations of this kind are not available. The rapid 
improvement which took place in the appearance of the men 
recruited and trained for the new armies in the Great War does, 
indeed, surest that human quality is more quickly and com- 
pletely plastic, at all events m youth, than we had been 
accustomed formerly to suppose. The good effects, os reported 
by those who have studied them,of the increased wages that have 
bwn awarded by the Trade Boards in the tailoring and box- 
making industries point in the same direction.^ These things 
give ground for hope, but they do not enable us to formulate 

* Of. Tkwsey Hinimum. Wage$ in the Taiterinff Trade, pp. 121-84 ; ^ 
Bolklcy, Minimum ffagte in the Ben-makinf Trade, p. 81- la tlie 
making industry tbs workpeople’s oapscity bss also omu benefited m 
Indirect way, because the enforcement Ot higher rates has indnosd employe” 
pay more attention to their training ; ** every worker has to he trdned to < , 
m i n imum , whereas formerly it did not matter how litUs they e*”* 
{lee. eU. p. 61). 
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any precise conclusions. We are thus in the end thrown 
back on the vague guess-work called common sense. This 
suggests that the reaction will be most marked atnong work- 
people who are exceedingly poor, and in whom, therefore, 
there is large scope for physical improvement through better 
food, clothing and house accommodation; that it will vary 
with the age of the people affected and with their previous 
condition ; that it is more*likely to occur where employment 
is fairly regular, so that a definite standard of life can be 
built up, than it is among people whose employment is 
“casual” and intermittent; and that, the longer the im- 
proved payment lasts, the greater is the chance that capacity 
will benefit to an appreciable extent. 

§ 3. In places and occupations, where wages are low because 
low-grade workpeople are being “exploited” by employers and 
paid less than they are worth, there is no reason to expect that 
the forcing of the wage rate up to a fair level will cause any of 
the people affected to lose their jobs for any length of time ; 
for it will not pay employers to dispense with their services. 
Consequently, all that has to be considered is the direct effect 
upon the capacity of the people who actually receive the 
better wage. It is, therefore, practically certain that there 
will be some net benefit to the national ^vidend. Moreover, 
there is reason to expect that this benefit will be cumulative. 
If exploitation is allowed, and a bad bargain by workmen leads 
to a reduction of their capacity and so to a diminution in the 
value of their marginal net product, they will start for the next 
round of bargaining from a lower level; if they again get slightly 
the worse of the deal, — and, being weaker, they axe now more 
likely to do so, — they will again, in the same manner, be 
driven yet lower. Thus tiieir capacity, as well as the wi^e 
they rwjeive, is cumulatively and progressively reduced, and the 
iftational dividend sufifers thereby a serious injury. If, however, 
exploitation is prevented and vf&gea are forced up to a fair 
|i®vel, the benefit to capacity will start an upward movement 
exactly analogous to this dowhward movement High earnings 

E nll lead to greater capacity; greater capacity will lead to 
® power of obtaining higher earnings, both because the 
workers’ services are worth more and b^use, beii^ better 

x 
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off, they are in a stronger position for bargaining ; the highci 
earnings so obtained will react again to increase capacity; 
and so on cumulatively. This consideration is of ^ special im- 
portance among those extremely poor workpeople,! whose very 
poverty, so long as it continues, makes them east victims to 
the superior bargaining power of employers. In these circum- 
stances, therefore, the conclusion reached in Chapter! XIV. that 
the national dividend will be in^^reased by the ^rcing up 
of wage rates, which are rendered unfairly low by ex|)loitatiou, 
is confirmed and enforced when account is taken of reactions 
upon capacity. 

§ 4. In Chapters XIV. and XVII. it was shown that, iu 
certain somewhat special conditions, the forcing up of wage 
rates, which are either already fair or are unfair from otlier 
causes than exploitation, would benefit the national dividend 
apart from reactions on capacity. A study of these con- 
ditions, as there described, makes it evident that, when any 
of them are present, the forcing up of wage rates may easily 
produce beneficial reactions on the capacity of the work- 
people as a whole, and is extremely unlikely to produce 
injurious reactions. Here too, therefore, the indirect effects 
on the dividend operated through capacity are in liiw 
with the direct effecta When, however, conditions are siuh 
that, apart from reactions on capacity, the forcing up of a 
wage rate would damage the national dividend, the way in 
which these reactions will work is much more difficult to 
determine. The reason is that, in these conditions, some 
workpeople will be ejected firom-employment in the place or 
occupation where the wage is raised, and either reduced to un- 
employmeut or, at best, set to work where the value of their 
output is less than it was before. For, unless one of these tilings 
happens, the dividend will not be damaged, and we are now 
assuming that, apart from reactions on capacity, it is dainageti 
But, if some workers are made worse off than before, the net 
effect cm capacity will not consist merely of benefit dene 
to those who actually receive the better wage rate, but ale® 
of iiyury done to these others. Priim facie it seems reasen* 
able to suppose that, if, aftor the increase of wi^ 
one particular industry, the ag^;regate sum paid in 
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throughout the grand total of industries is less than before, 
the aggregate capacity of the workpeople as a whole will not 
be enhanced. The conditions in which an increase of wages 
in a particular industry may increase the real earnings of wage- 
earners as a body, in spite of damaging the national dividend, 
will be examined at length in the course of Part IV. It is 
evident that the prospects are best when the demand for labour 
in the occupation whose wage rate is forced up is highly inelastic. 
From the standpoint of a short period, which alone is relevant 
to reactions on capacity, the causes making for inelastic demand 
are, in general, much more powerful than they are from that 
of a long period. For example, if the wage of any group were 
forced up, employers would not generally dismiss many of their 
worki)eople so long as existing orders were still in hand. If, 
then, the “ reaction time ” of wages upon capacity is fairly 
rapid, the chances of a favourable reaction may be taken, at all 
events when the commodity afiected by the increased wage 
rate is not one largely purchased by working men, to be reason- 
a1)ly good. They are particularly so if the rate fixed for any 
group of workpeople is not raised suddenly much above the 
existing rate — in which event a large number of dismissals 
might take place — but is pushed up gradually by small stages. 
Hence, it may not infrequently happen that, in circumstance 
where, apart from reactions on capacity, the forcing up of a 
wage rate would inflict damage on the national dividend, the 
damage will be at least partially cancelled by these reactiona 
When a State authority is available to help people who may 
have been incidentally thrown out of work, the extra State 
contribution, which is an indirect effect of the forcing up of 
the wage rate, will make this cancelling benefit somewhat 
hirger than it would have been otherwise. Whether the 
cancelling benefit will be large enough to outweigh the direct 
damage to the dividend, against which it has to be balanced, 
<^nuot be determined generally, but will depend on the 
ctailed conditions of each separate problent 
§ 5. It should be added that, in any event, such inter- 
®rence to raise wages as is warranted by the considerations 
^ out in the pmjeding section is essentially a temporary 
”®r®noe. Where are paid by the piece it is 
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temporary in form as well as in substance. For, though 
an enhanced piece-wage, by providing larger earnings, may so 
improve a workman's capacity that he can produce more 
pieces in the day, and is thus enabled permanently to make 
larger earnings at the old piece-rate, it cannot cause him to 
become worth the new piece-rate Hence, there us no case 
for retaining that rate for a longer time than is necessary for 
its reaction upon capacity to be codipleted — no casein at least, 
from the standpoint of the national dividend. If it is main- 
tained for longer than this, it will add nothing further to 
capacity, but will injure the national dividend by preventing 
labour from distributing itself among different uses in tho 
most advantageoiw manner. When wages are paid by time, 
the interference warranted is no longer temporary in form, 
and there is no reason why the enhanced time-wage should 
ever be reduced. But it is temporary in substance, because, 
after a while, the workpeople, in consequence of their improved 
capacity, will become worth the new time-wage, and, therefore, 
this wage will become the “natural" wage, for the maintenuuce 
of which no interference is necessary. 



CHAPTER XIX 


A NATIONAL MINIMUM TIMK-WAOB 

§ 1. In Chapter XVII. we considered the effects of interference 
d&signed to raise the wages of a low-paid industry, or part of 
an industry, above the “ fair ” level. The centre of the 
problem was the wage of the " average ” worker, and it was 
tacitly supposed that the rates paid to workers above and below 
the average would be adjusted according to their compara- 
tive efficiencies. We have now to consider a different type 
of interference, directed not so much towards trades as 
towards individuals. Granted that the averse worker in 
all — or in most — industries is suitably remunerated, the 
very inefficient worker in some of them will, on account of 
his inefficiency, if paid on a like scale, often earn so small 
a sum of money that the public conscience is shocked. It is 
widely held that this state of things ought to be prevented by 
the legal establishment of a national minimum day-wage, 
below which no workman whatever can be legally engaged. 
This policy, it must be clearly understood, differs in essence 
from, and goes much beyond, the mere establishment of a 
national minimum day-wage from which under-rate workers 
are exempt, as desorib^ in Chapter XV. § 7. It is illustrated 
• — though very imperfectly, since the minimum fixed was very 
much below the worth of anybody except an extraordinarily 
inefficient apprentice-— 'by certain of the labour laws of Austral- 
Mia. The Parliaments of Victoria and South Australia “ have 
decided that no person whatsoever can be employed there in a 
wgistered factory, without receiving some minimum remunera- 
tion- -in Victoria, 2& fid. a week, and in South Australia, 4s."* 

* Atm, J bf p tri m Wtigm Aanb, p. S8. 

•IS 
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In like manner, the New South Wales Minimum Wage Act of 
1908 provided that no workman or shop assistant shall be 
employed, unless in receipt of a weekly wage of at least 4s., 
irrespective of any amount earned as overtime.^ Again, in the 
Factory Act of New 2^land,it is enacted that everj\ person who 
is employed in any capacity in a factory shall be entitled to 
receive from the occupier payment for the work at si^ch rate an 
is agreed on, in no case less than 54 per week durih'^ the first 
year of employment in the industry and, thereafter, An annual 
increase of not less than Ss. weekly till a wage of 20s. per week 
is attained.* This clause in its original form — the form given 
above is the slightly modified form of the 1907 amendment— 
was passed in order to prevent persons being employed in 
factories without "reasonable remuneration in money.” Pay- 
ment is always to be made irrespective of overtime, and 
premiums are forbidden.* The same idea is embodied in tlie 
statute by which the State of Utah in 1913 fixed a minimmn 
wage for all "experienced" adult women of 1‘26 dollars jmr 
day, no exceptions to this minimum being allowed even ffir 
defective workers,* and in a flat-rate law of the same general 
character enacted in the State of Arizona in 1917.® 

§ 2. Now, as was shown in Chapter XVII. § 8. any atteni])! 
to force the wage rate of low-grade workpeople above their 
“ fair " level, so long as the area over which it is extended is 
narrow, may be rendered inoperate by a perfectly legal form of 
evasion, namely, a reshuffling of workpeople of different grades 
between this area and occupations not included in it. When, 
however, the State interferes to establish a national minimum 
time-wage, the area affected by its action will not be a narrow 
one. On the contrary, it will be more or less nation-wide, 
leaving no field frw into which low-grade workers cau be 
poshed to be paid a derisory wage. Evasion by way of a 
redistribution of work among workers of various (jualities 
is, therefore, altogether excluded. Hence the effect pro- 

Laiottr OaxttU, March 190S, p. 108. , 

Of. Avm, Itepori m /K<ipe» Hoard, p. 88 ; and Raynaud, V«r$ It ** 
minimum, p. 33o. 

Ibid. p. 88. 

The H'orldt labour Lawe, Fab. 1814, p. 77. 

C£ Donglaa, Amerimn Eamomk Jiepiem, Ucoembar 1818, p. 708. ^ ' 
BuUetin of the U.8. Bureau Laheur, No. 28S, ^ 98 Mf. 
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duced upon the national dividend may prove serious and 

substantial. 

§ 3. It is probable that the enactment of a national minimum 
time-wage will incidentally prevent the payment of certain 
low wages that are unfair, in the sense that they are the 
result of exploitation, i.e. the payment by employers of less 
than their workpeople’s services are worth to them. The 
forcing up of this sort of low wage will, as was explained in 
Chapter XIV., react favourably upon the size of the national 
dividend, by strengthening competent employers in their com- 
petition with incompetent rivals. Nor is it only in this field 
that advantage will be won. Even when low wages are fair 
wages, in the sense of b^g proportioned to efficiency, it does 
not necessarily follow that a higher wage will not be fair also. 
For, as was shown in the preceding chapter, if only an incapable 
worker can be secured good payment for a little while, he or 
she may be so far improved in capacity as to become worth 
the higher wage. In so far as these things happen, the 
national dividend will be pro taiUo benefited. Obviously, how- 
ever, these are mere incidents, by-products as it were, of the 
establishment of a national minimum wage, and not the main 
cons<'quence of it. 

§ 4. This main consequence is the expulsion from private 
iiuhistry of a number of low-grade workers — the number being 
greater the higher the level at which the national mini- 
mum wage is fixed. When it is enacted that low-grade work- 
people shall not in future be paid rates as low as many of 
them (vre now receiving, it necessarily follows that some of 
them will no longer be worth employing. Of course, not all 
those who are now worth less than the new wage will be affected 
•n this way, because the withdrawal of some workers frcan 
private industry increases the worth of those that remain. 
Some, however, of those not now worth the new wage will 
«till not be worth it when it is established. The proportion 
that tliese make of the whole will be greater or less according 

the demand for labour is elastic or inelastic. It is some- 
wnes argued that this demand is highly inelastic, upon the 
;^ound that in certain special indus^es, such as the chain 
; » statistioal evidence that the demand is of this 
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character. But, when it is a question of a general minimum 
wage, it is the demand for labour as a whole, and not merely 
in particular indristries, that is relevant ; and, whether from a 
short-period or from a long-period point of view, tpere can be 
little doubt that the elasticity of this aggregate \demand is 
much greater than the elasticity of the special demand of the 
chain trade.^ Hence the number of low-grade wowers, that 
the establishment of a national minimum wt^ substantially 
higher than the wage they are now worth will render hot worth 
employing in private industry, is likely to be considerable. 
Some of these, no doubt, employers will still keep on from 
kindliness or old association. But many will lose their jobs, 
and, consequently, will have no opportunity to reap improved 
capacity from improved earnings. As far as they are concerned, 
therefore, there will be no indirect gain to the national dividend; 
and there will be the obvious direct loss that their labour 
is withdrawn from production in private industry. No doubt, 
some of them might be set to work in State-controlled 
institutions. But the enforced labour of assisted persons in 
institutions invariably yields but little product ; and, there- 
fore, the main part, at ail events, of their capacities would be 
wasted. 

§ 5. Under a regime of complete aloofness and passivity on 
the part of the State this effect would be dominant, and there 
can be no doubt that the national dividend would be injured. 
In the actual world, however, it must be remembered that a 
well-organised system of care for the poor may rebuild the 
strength of persons who, through unemployment, fall in need 
of public relief, and may accord to them, in farm colonies or 
elsewhere, an economic training of which they can afterward.*' 
make use. It follows that the establishment of a national 
minimum time-wi^, though it will, for a time, cause tbe 
withdrawal of some persons from effective production, need 
not, even in respect of these persons, harm the national divi- 
dend in the long run, provided that it is associated with a 
well-organised State policy towards the poor on the pattern 
that will be exhibited in Part IV. of this volume. 

A little reflection shows, however, that the benefit to 

> OC jKMt. Pvt IT. Olwptor nt f t. 
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be looked for in this connection is more apparent ttiftw 
real. The establishment of a national minimu m time-wage 
would accomplish very little more than could be accom- 
plished without it. If there is not a well-organised system 
of care for the poor, there is no reason to suppose that 
any of the persons expelled from private industry by the 
operation of the minimum will be trained and rehabilitated ; 
and, even if there is such a system, only those persons 
will come in contact with it, and so secure its benefit, who 
do not belong to families able and willing to support tbAm 
without State help. But, if there were no national minimum ^ 
most of the people, whom the minimum expels from private 
industry, would, since the minimum itself will presumably 
be a low one based on a consideration of what is essential for 
subsistence, be earning so little that they would be nearly 
sure, in one way or another, to come into contact with the 
State organisation for looking after poor persons. This 
organisation, therefore, will have much the same opportunity 
for withdrawing from private industry those suitable for 
training, or those needing treatment for sickness, as it would 
have if there were no national minimum wage. 

Nor is this all It has to be remembered, further, that 
by no means all those persons, who are prevented foom 
working at ordinary industry by the establishment of a 
national minimum time-wage, will be in a position to derive 
benefit from State training. There will be no hope of this 
kind for old men who have hitherto done a little work 
and have derived the remainder of their support from their 
families and frienda These men will simply be precluded 
from rendering those partial and occasional services to industry 
which they are both able and willing to render. Elderly 
women home workers and younger women workers in factories, 
who are of low capacity and are partly supported by hus- 
bands and fathers, will be in like case. So also will State 
petisioners and others who would gladly work up to their capacity 
thus help to support themselves if they were permitted 
to do so. The driving of these persons into idleness will 
^ufiict definite a«d uncompensated dami^ upon the national 
<itvidend. OonsequenUy, if damage is not to be done, it is 
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essential that, in any law establishing a national minimum time- 
wage, provision shall be made for excepting from its operation 
would-be workers of the above type, whom there is no serious 
prospect of rendering more efficient by training. But a 
satisfactory arrangement effecting this, which should not 
at the same time effect a number of other things that 
are not desired, is extremely difficult to devise. Cptil it is 
devised we may fairly conclude that the establisHment of 
an effective national minimum time-wage (effective^ in the 
sense of being substantially above what a considerable 
number of people are earning now) is likely, on the whole, 
to damage, rather than to benefit, the national dividend. 
No doubt, in the absence of such a minimum a numln;] 
of low-grade workers, particularly low-grade women workers 
with families, will be left in private industry with earnings 
insufficient to maintain a decent life. This evil, as will 
be urged with emphasis in Part IV., it is imperative te 
remedy. But the cure for it consists, not in establishing 
a national minimum time-wage at a level that will drive 
low-grade women workers out of private industry altogether, 
but by the direct action of the State, in securing for all 
families of its citiwns, with the help, if necessary, of State 
funds, an adequate minimum standard in every department 
of life. 



CHAPTEB XX 
* 

FIXED AND FLUCTUATING WAGE RATES IN PARTICULAR 
INDUSTRIES 

§ 1. When in practice it is decided to interfere with 
wages anywhere, either because they are “ unfair " or 
for any other reason, there is at once presented a new 
problem. Effective interference involves either the authorita- 
tive award of a new wage rate or encouragement to employers 
and employed to agree upon a new wage rate. Equally 
whether an award or an agreement is made, it would be 
ridiculous that the terms laid down should be fixed for 
ever. The industrial situation generally, no less than the 
circumstances of particular trades, is in a continuous state of 
Ilux. Every award and agreement, therefore, must be restricted, 
either explicitly or implicitly, to a short period of time. How 
short the period shall be before revision can be called 
for depends entirely upon the practical difficulties that 
revision would have to face. Apart from this, it would 
8(vin, on the face of things, that, since conditions may 
change fundamentally at any moment, revision should be 
permitted whenever either side desires it. In practice, however, 
considerations of convenience alone would make it imperative 
tliiit some minimum interval should be provided for. But 
tliere are also other considerations. Except where the 
'elations between employers and employed are exceptionally 
good, it is dangerous to reopen fundamental wage con- 
troversies more frequently than can be avoided. In view 
of this it often happens that the governing decisions 
are given a currency of not less than, say, two years from 
tfie date when they are launched. For the purp^ of this 
fscussion we will auppoee that that practice is adopted 

ei» 
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generally. It does not, however, follow from this that, whenever 
a governing award or agreement about wages is made, the 
rate must, thereafter, be fixed rigidly for at least two years. 
For it may be possible to devise methods by which the 
governing award or agreement shall provide for \ variations 
in wages in response to temporary changes in de^nd — we 
may provisionally regard the conditions of supply,\from the 
standpoint of this sort of period, as ^ven — during t^e period 
that it covers. A choice, therefore, has to be made' between 
a rigid arrangement and a plastic arrangement, and our in- 
vestigation is not complete until the comparative effects of 
these have been ascertained. 

§ 2. Let us postulate a single industry in general equilib- 
rium, which is neither expanding nor decaying on the whole, 
but in which the demand for labour now falls below and now 
rises above its mean level. We also assume for the present 
that the conditions of demand in other industries are stationary. 
The argument of Chapters XIV. to XVII. has shown that, allow- 
ance being made for certain obstacles and for possible reactions 
on capacity, the wage rate that will most advantage the national 
dividend will be a rate that, subject to what was said in Chapter 
XIV. § 1, is equal, over the period of the agreement or award, 
to the rate paid for work of a similar grade elsewhere. Is it in 
the interest of the national dividend that this rate should be 
single and constant, or that it should vary about a mean ? 

In the first place, let us consider a rise in the demand for 
labour. If a fixed wage system is adopted, this implies that 
the nominal rate remains unaltered. Hence we might expect 
that the amount of labour provided will also be unaltered, and, 
consequently, that the aggregate amount of work done will 
be less than if the wage fiucttiated. It must be remcmltered, 
however, that, though the wage per man remains the same, 
the wage per efficiency unit of labour is, in effect, raised lor 
new employees. An adjustment is brought about, either by 
employers taking on inferior men at the wage formerly 
to go^ men only,* or by resort to overtime at special rates. 

r It may be suggaeted that ondar a pieoework system this device » 
fmptaotioabli^ siaoe a given wage bears the same relation to a given ■ 
whoever the worker may be. Bnt (1) eqoal pioosa a» not always of the 
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In either event more is paid for the new labour units than 
for the old. It is conceivable, if the rise in demand is small, 
that the same addition will be made to the aggregate amount 
of labour employed as would have been made had the general 
wage rate been raised in an equal proportion. The difference 
is that the employer, by fixing what practically amounts to 
two prices as between his new labour and his old, preserves 
for himself a sum of morfey, which, under a one-price system, 
would have been added to the remuneration of the latter. 
This result is best illustrated under the method of overtime. 
Suppose that the normal working day is six hours at a 
shilling per hour — a shilling being the equivalent payment 
for the disenjoyment caused to the workman by the sixth 
hour’s work. Suppose, further, that the disenjoyment of an 
extra hour's equally efficient work, to a man who has 
already worked six hours and received six shillings pay, is 
measured by fifteen pence. Then the employer can obtain 
seven hours' work from that man, either by raising the 
general rate per hour to fifteen pence, or by paying the same 
as before for a six hours’ day and offering fifteen pence 
for one hour of " overtime.” The amount of work done is 
approximately the same on either plan ; * the only difference 
is that, if the former is adopted, the employer pays over 
to the workman an extra eighteen pence, which, under the 
latter, he retains for himself. This point is of some im- 
portance. As a general rule, however, particularly if the 
^ in demand is large, not all the extra labom that 
employers would like to have can be got by working over- 
time and taking on inferior men. Though, therefore, there 
will be some expansion in the dividend under the fixed 
wage plan, the expansion is not likely to be so big as it 
would be under the fluctuating plan. 

quality, and are not elweya obtained with the tame amonnt of injury to the 
eniployer'e property («.p. in ooal-mining. a ton of coal badly out may damage 
i»e general conditione the mine in the neighbonrhood) ; and (2) even when 
rwo pieces are eimilar in all reapeoti, one man, in finishing hie, may ooonpy 
»e Qf cmidoyer for a longer time than his neighbour. 

Sinoe on the ovwtime plan workpeople gat leas money and, therefore, the 
utility of money to them is slightly higher, the amonnt of work 
end th*”* **** overtime plan should in striotness be slightly larger than 
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In the second place, let us consider a fall in the 

demand for labour. If the wage rate remains at the old 

level, the quantity of labour which it will pay thef employer 
to keep at work will be diminished. If the rate u lowered, 
it may still be diminished, but not in so high \ a degree. 
The point is well illustrated by a comparison, maqe shortly 
before the war in a Report of the British l^oard of 

Trade, between conditions here and in Germany. \ “ Trade 
Union standard rates of wages do not prevail in Germany 
to the same extent as in Great Britain. In consequence 
workpeople liave greater liberty in accepting work at 

wages lower than those at which they have previously been 
employed, especially in bad times. A more speedy return to 
employment of some kind and a consequent reduction in the 
percentage of trade union members unemployed results from 
this.”^ That is to say, in bad times more work is tione 
under the plastic than under the rigid form of wage system. 

From a combination of these results it follows that, over 
good and bad times together, a wage system fluctuating on 
both sides of the mean level, in accordance with tempoiiiry 
movements of the demand for labour, means more work and, 
therefore, a larger national dividend than one |)ermauently 
fixed at that level. This gain arises directly out of sujjcrior 
adjustment between demand and supply. It is the fruit of 
improved organisation, and is similar to the gain proiluced 
by improved machinery. It is not retained for long as an 
exclusive possession of the industry which first secure-s it, 
but is distributed over the community as a whole, with the 
result that a new general equilibrium is established some- 
what more advantageous than the old. The interest of the 
national dividend thus requires that the wage should not staml 
at the mean level for periods as long as two years, but should 
undergo short-period oscillations about this level, in 
wise as always to make the demand for labour and the supply 
of it equal. 

§ 3. To this conclusion there is an objection, the bwl*'® 
of whose validity require careful invc»tigation. It has been 
urged that fluctuations in the wages of individual worki)eop ^ 

* S4fvrt <ni th» Omt Living in Ovrnum Tvwm fOd. 4082], p* 821> 
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tend indirectly to impair both their moral character and their 
economic efdciency. Thus Professor (now Sir Sydney) Chapman 
writes: “It may be argued that there is far more chance of 
a somewhat steady wage, which varies infrequently and by 
small amounts only, contributing to build up a suitable and 
well-devised standard of life, than a wage given to sudden 
and considerable alterations.”* If this is true, it follows 
that the direct advantii^es of a wage rate fluctuating with 
fluctuations of demand may be more than counteracted by 
indirect disadvantages. For, though the national dividend 
will, indeed, be enhanced for the moment, it may ultimately 
be diminished, in a more than corresponding degree, through 
the injury done to the quality of some of the nation's 
workers. 

In examining this argument we at once observe that 
the term “ wages ” ought to be deleted in favour of the 
term " earnings.” It is stability of earnings that enables a 
well-devised standard of life to be built up, and not stability 
of wagea Hence, if, for the moment, questions connected 
with distribution between diflerent individuals are left out of 
account, we may put aside, as unaffected by Sir Sydney 
Chapman's argument, all occupations in which the earnings 
are not liable to be pushed to so low a point under a 
fluctuating wage as they are under a fixed wage. The 
occupations thus excluded comprise all those in which the 
elasticity of the demand for labour is greater than unity. It 
may, indeed, be objected that, though, in these occupations, 
the workpeople collectively earn more in bad times under the 
fluctuating system, yet the particular workpeople who are so 
skilful as always to command employment earn less, and that 
it is stability in th«ir earnings rather tlian in those of others 
that is of especial importance. Since, however, these superior 
Workpeople are presumably better off than their less skilful 
fellows, this latter statement is highly disputable. For there 
can be little doubt that fluctuations in the income of a poorer 
man cause more suffering, and, hence, more loss of productive 
capacity, than fluctuations of the same Mse in that of a richer 
of similar temperament. Hence the rejoinder fails, and 
* Jte mum i a JowiuU, IWJ, p. It*. 
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it follows that, where the elastioitj of the relevant pairt of the 
demand for labour is greater than unity. Sir Sydney Chapman’s 
argument is of no fence against a fluctuating wage. 

In occupations where the demand, from a short-period 
point of view, is highly inelastic, the result may he different. 
In these conditions the total earnings of the workpeople will 
touch a lower level in bad times under the fiuctuaung system. 
If it were the fact that in good time# adequate provision were 
regularly made for bad times, the consequent evil \ effects on 
capacity, and, therefore, on the national dividend, woiild not be 
great. But, as everybody knows, the ordinary workman does 
not “ conform his expenditure and his savings to the stand- 
ard wage, and regard what he sometimes gets above that 
standard as an insurance fund against what he will at other 
times get below it." ' Hence it is probable that there is 
a considerable net evil effect on capacity. Against this, 
however, there has to be set the fact that, under a fixed 
wage, unless the demand is perfectly inelastic, the avail- 
able employment in bad times will be smaller, and more 
workpeople are likely to be thrown out of work altogether. 
It is not, of course, certain that this will happen. In some 
industries — most notably the cotton industry — a constriction 
of employment is met by short time all round instead of bj 
a reduction in the numbers of the staff, and, in others, by a 
sharing of work more or less in rotation. But, in general, 
the actual number of unemployed persons in bad months will 
be greater under a fixed than under a fluctuating wage system ; 
and the capacity of totally unemployed persons is likely to 
suffer in a very special measure Hence, even in occupations 
where the demand for labour is highly inelastic, so long as 
it is not absolutely inelastic, the evil effect on capacity due 
to a fluctuating wage is matched by another due to a fixed 
one. This does not, of course, show that circumstances can 
never arise in which fluctuating wages are, on the whole, more 
injurious to capacity, and so indirectly to the national divideinl, 
than fixed wages. It does, however, throw Uie burden of 

> Thk ki th« idviM given him hy Smut, Slidiiv Seidm, p. 18. H ^ 
noted that tite pawo-shup and the power to get ondit afford, for abort 
of vnemplojnuent, a partial, though MMBOtiiaM M faflarioat, sobotitute 
Mving. 
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proof upon those who maintain, in any particular instance, 
that such circumstances have arisen. For the two evils noted 
above are so vague and indefinite that it will often be practi- 
cally impossible to weigh them against one another. In the 
absence of special detailed information our decision must then 
be based upon the one fact which is known, namely, that a 
wage fluctuating with fluctuations in the demand for labour 
has the better direct effeet upon the national dividend. In 
general, therefore, the defence of a system of rigid wage rates 
examined in this section must be adjudged to have failed. 

§ 4. If then it is ^reed that a wage fluctuating with 
fluctuations in the demand for labour is desirable, it becomes 
necessary to determine how frequently adjustments should 
be made. In pure theory it would seem that adjustments 
should be made continually from day to day or even from 
moment to moment. To this sort of adjustment, however, 
there are insuperable practical obstacles. Time is required 
for the collection and arrangement of the statistics upon which 
the changes must be based. Considerations of book-keeping 
and ordinary business convenience come upon the stage, and 
fix a lower limit, beyond which the interval between successive 
adjustments must not be reduced. Of course, this limit is 
not always the same. In a small local industry, for example, 
it will probably be lower than in a great national one. But 
in every industry it must lie considerably above the infini- 
tesimal level which pure theory recommends. So far as it is 
possible to judge from the practice of those industries in 
which the interval is determined, as under a sliding scale, by 
considerations of convenience alone, it seems as though this 
interval should not be less than two or three montha* 

§ 5. Having thus satisfied oqrselves that the interest of 
the national dividend requires a wage-system fluctuating within 
the normal period of i^^reement or awaucd, and having deter- 
mined the intervals that should elapse between successive 
fluctuations, we have next to determine on what plan the 
fluctuations themselves should be organised. It is evident 
tliat, other Hiiugs being equal, the larger any fluctuation of 
demand is, the larger tire corrMponding change of wage should 
* Of. for OlwtntioiM, L. L. Priw, Pmue, p. 80. 
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be. This priaciple has now to be worked out in the concrete; 
and to that end the chief factors upon which the magnitude 
of demand fluctuations depends must be described. These fall 
into two divisions: (1) movements in the employers' demand 
schedule for the commodity which the labour we interested 
in is helping to produce; and (2) movements in the supply 
schedule of the other factors that co-operate ii^ production 
with that labour. These two sets* of influences Will now bt; 
reviewed. \ 

§ 6. Movements in the employers’ demand fot the com- 
modity the labour is helping to make are derived directly from 
movements in the public demand for the commodity. The 
liability to oscillation of that demand is, of course, different for 
different classes of commodities. The most obvious distinction 
is between articles which are desired for immediate personal 
use “ for their own sake " and articles which are desired largely 
as means to distinction through display. The demand I'oi 
articles of the former sort is likely to be the more stable, 
because, as Jevons suggests, people’s desire for them i^ 
generally steady for a longer period. For example, we may 
notice the stability of the pinafore industry' : “ No clothing 
trade (in Birmingham) suffers so little from short timn" ’ On 
the other hand, commodities that are largely display articles 
are liable to fluctuations of desire, as opinion transfers the 
distinction-bearing quality from one thing to another. Thus 
the demand would seem to be less variable for common objects 
of wide consumption than for luxuries. To these special 
considerations should be added the more general one, that an 
industry which supplies a wide market made up of many 
independent i^rts is likely to enjoy a steadier demand than 
one which supplies a narrow market. This is merclj' a 
particular application of the laroad projKisition, familiar to 
statisticians, that " the precision of an average is proportionahJ 
to the square root of the number of terms it contains.”® 1^- i® 
well illustrated by the interesting study of M. Laxard on 
Chdmage et la profeMxon. Using figorea from the Krenoh 
census of 1901, he takes the percenti^ies of unemploy 

1 Cadbnry, Womm'i Work md Waget, p. 98. 

* Bowley, SlommUi o/ SH Ui t tim, p. SOS. 
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there recorded in a number of industries, and sets them along- 
side of the average number of men {moyen effectif) per establish- 
ment in the several industries, and finds, on a method of his 
own, an inverse correlation. Connecting large unemployment 
with variable demand, he explains this correlation by the 
relation, which he believes to subsist, between a large tnoyen 
effectif and Vei^tension des d^houch^s commerciaux. “ The con- 
nection between this latter phenomenon and the size of the 
personnel is evident. Large establishments exist only when 
the markets to be served are considerable. Now, a large 
market must also be a relatively stable market, because in it 
considerable decreases in the consumption of some customers 
have a chance of being balanced by increases in the consump- 
tion of others ; and this stability, implying, as it does, stability 
of production, implies at the same time the absence or, at all 
events, a diminution of unemployment.” ^ In like manner, he 
argues : " If unemployment seems to grow as we pass upward 
from primary towards finishing industries, this circumstance is 
explained by the fact that the industries at the top of the 
scale, being more specialised, have narrower markets. On 
the other hand, the industries that deal with raw products 
provide the material needed by numerous other industries, 
and, therefore, enjoy the advantages which a multitude of 
outlets confer.” ® The same principle may, of course, be invoked 
to explain the stability of the demand for railway transporta- 
tion, as compared with the demand even for such things as 

' Le Ch6magt d la jmfmioti, pp. 336-7. M. I.a 2 ard wids ; “ A ce premier 
avantage, propro eux gr&ndes eutreprieea, du fait de leur orgauisation com- 
nierciaie, il e’en ajoute d'autree, r^uUant du mvcanisine de la production. 
Loretjue la direction de I'indastrie est concentree dons un petit norobre de 
mains, les chefa d'entrepriaes connaissent le inarch^ qu’ils fourniesent mieux 
que ne font, dans Icurs spheres respectives, lee |>etita ou moyens entrepreneurs 
des autrea branches industrielles. Sacliant snr quelle consommalion ils jienvent 
winjuer, ils r^eut leur production en conswSqnence. . . . Notre hyjioth^se 
dcnmilderait d'ailleurs k 6tre v4rifi4e, car plus d’une industrie fait apparemnient 
exception k la riigle iudiqa4e ; on remarqne, par exeinple, que ragriculture, 
nndustrie humaine par excellence, eet asses ipargn^ par le chdinage, bicn 
quc 1 effectif moyen dee ^tablissementi y eoit trks r^duit. II semble que Ton 
I'tiwse attrilmer oet 4tat de choeee au fait que les delwucb^s sont plus stables 
'aim 1 agriculture que dans I'industrie proprement dile ; en outre, le nombre 
M ontropriaes agricoles est naturollement limiU par I’inextensibiliU de to 

pp. 887.8V 

iktd, p. 887, 
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coal, sugar, or iron. In like manner, an industry, which sells 
largely in foreign markets as well as in the home market, is 
likely, other things equal, to have a more stable demand than 
one which sells in the home market only — except, indeed, 
when it is disturbed by changes in the rate of (|uty imposed 
on its products by an important foreign customer! 

§ 7 When the oscillations of the public denmnd for any 
commodity are given, it is natural tb suppose that\the oscilla- 
tions of the employers’ demand for it ^vill be exactly\equivaleni 
to theuL As a fact, however, the employers’ demand usually 
oscillates through the smaller distance of the two. The reason 
for this is the common practice of making for stock. In bad 
months the employer is glad to acquire and warehouse more 
goods than he wishes, for the moment, to sell, while in good 
months, because he has these goods to fall back upon, bis de- 
mand for new ones rises less for them than the demand of the 
public whom he suppliea His demand this month is, in short, 
derived from the anticipated public demand of a considerably 
longer period, thus divesting itself to some extent of temporary 
oscillations. Naturally the extent to which making for stock 
takes place is different in different industries The practice 
is less attractive to employers, the greater is the cost of carry- 
ing a unit of the commodity affected from one point of time 
to another. This cost depends, of course, in part, upon a 
circumstance affecting all commodities equally, namely, the 
rate of interest. For aU carriage across time implies a 
loss of interest through holding commodities unsold. It also 
depends upon a number of circumstances which differ for 
different commodities. Of these the most obvious is the 
expense of storage. One important determinant of this 
expense is the resistance that the commodity makes to 
physical wear and tear in transit across time, or, nnirti 
broadly, its durability, in respect both of decay and ol 
accidental breakage. In this quality the precious metals 
and hard materials, like timber, are specially favoured. -As 
we should expect, things that are extracted from the eadh 
are, in general, more durable than things that are grown on 
it. It is interesting to note that, in recent times, the develop- 
ment of refrigerating and other preserving processes ha* 
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rendered a number of commodities, chiefly articles of food, 
much more durable than they used to be. The Committee on 
Hops, fmr instance, wrote in 1908: “At the time of the 
previous inquiry in the year 1856, attention was called to 
the fact that ‘ the deterioration which hops suffer when kept 
prevents the superabundance of one year from adequately 
supplying the deficiencies of another.’ The advent of cold 
storage has effected an arijustment between years of plethora 
and years of scarcity, with the resultant effect upon prices.” ^ 
It may be added that such things as the direct services 
rendered by missionaries, doctors, teachers, train-drivers, and 
cab-drivers are wholly incapable, and such things as gas and 
electricity are in great measure incapable, of being stored. A 
second important determinant of the expense of storage is the 
resistance that the commodity makes to “psychical wear and 
tear in transit across time, or, more broadly, its steadiness of 
value. The contrast I have in view is between staple goods 
of steady demand — Charles Booth once cited philosophic and 
optical instruments as instances of this class of goods * — and 
fashion goods of unsteady demand. Clearly, there is a higher cost 
of carriage and less inducement towards storage for a commodity, 
which, next week, nobody may want, than there is for one 
for which a constant market is assured. Thus the turned 
and pressed parts of bicycles, which are much the same what- 
ever type of frame is in vogue, are largely made for stock, 
whereas this is not done with completed bicycles, the form of 
which is liable to fashion changes. An extreme instance of 
unfitness for stock-making is afforded by commodities, such as 
ball-dresses, which every purchaser will wish to have con- 
structed to her own special order, and which, when “ready- 
made,” have practically no appeal for her. It is p(»sible 
that things at one time customarily made to individual order 
may, subsequently, become more generalised ; and vice versa. 
Houses are sometimes built to the order of would-be private 
owners, and sometimes as a speculation. The boot industry 
has developed from an earlier stage, in which the individual 
order method predominated, to its present condition, in which 
most boots are ready-made. In certain textiles, on the other 
* * Mruery, v. 358. 
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hand, there is eAddence of a movement in the opposite direction. 
A recent Report on unemployment in Philadelphia observes ; 
“ Twenty years ago a manufacturer made carpet or hosiery or 
doth and then went out and sold that carpet or hosiery or 
cloth. To-day the order comes in for a particular design, 
with a certain kind of yarn or silk and a certain number of 
threads to the inch, and the manufacturer makw that par- 
ticular order. Formerly a manufaoturer produced standard 
makes of his particular line, and simply piled up stiock in Lia 
warehouse in the off-season. . . . To-day manufacturers make, 
as a rule, very little to stock and run chiefly on orders." ‘ 
It is evident that every development towards the standardisa- 
tion of products renders making for stock more practicable, 
while every development away from standardisation renders it 
more diflicult. 

§ 8. There is another jxrint to be made in this connection. 
Granted that the practice of making for sUx/k causes the 
oscillations of employers’ demand for any commodity to )h; 
less than the associated oscillations in the public denmiui, 
it might be thought by the hasty reader that the rtlulion 
l)e tween these two oscillations can be expre.%ed by a constant 
fraction, different in different industries, but the same in any 
one industry whatever the size of the oscillation. This is a 
mistaka If, in response to a given percentage elevation or 
depression of the public demand, the employers’ demand is 
elevated or dt^pressed through a percentage five-sixths as 
great, it is not to be expected that the same proportion will 
hold good for larger changes of public demand. As a rule, 
making for stock is carried up to a certain point for a siniill 
inducement, and, after that, is extended only with 
reluctance. Hence the public demand is apt to undergo sliglit- 
oscillations without producing on the employers* demand any 
appreciable effect. But, after a point is passed, further osiil- 
lations in it tend to be accompanied by further oscillations in ih'' 
employers’ demand, the magnitude of which rapidly approaclx^s 
towards equality with theirs. These considerations jnwt'iy 
the provision, which is found in most sliding scales, tliai 

* ‘'Steadying Employment," Amalt tht Ameriean Aeadmny of 
Beimee, May ISIS, pp. S-7. 
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alterations in the price of the commodity must exceed some 
definite amount before any alteration takes place in wages.* 
They also serve as a ground for the rule, which in practice is 
universal, that, when wages are conjoined to prices under a 
sliding scale, the percentage change in wages shall be smaller 
than the percentage price change to which it corresponds.* 

§ 9. lAt us now turn to the second determinant of 
Huctuations in the demand for labour in any occupation, which 
was distinguished in § 6, Among the co-operant agents 
whose supply schedule is liable to move the most obvious are 
the raw materials used in the occupation. In extractive in- 
dustries, such as coal-mining, these do not play any significant 
part; but in the majority of industries they are very important. 
In accordance with what was said in § 6, it is evident that, 
when they are obtained from a large number of independent 
sources, the oscillations of supply are likely to be less than 
when reliance has to be placed on a single source. For this 
reason the imposition of high protective duties upon any 
material, with a view to ousting foreign sellers, may be ex- 
pected to bring about increased fluctuations. In addition to 
raw materials, the co-operant agents include the services of 
auxiliary labour and the services of machines. Mechanical 
improvements, for example, involve, in effect, a lowering of 
the supply schedule of the services rendered by capital 
invested in the occupation that is affected by them. More- 
over, in some industries. Nature herself, as represented by the 
light and heat received from the sun, is a very important co- 
operant factor in production. Thus there is a high degree of 
seasonal variability in the demand for labour in the building 
trades, Ijecause the advent of frost in winter seriously interferes 
with 1 rick-laying, masonry and plastering, while the shortening 
of the hours of daylight, by necessitating resort to artificial 
illumination, adds to the costs and further handicaps such 
Work. No doubt, recent developments, such as the substitu- 
tion of cement for mortar, are doing something to lessen the 
influence of climatic changes upon this industry,* but their 

* Of. Prios, JndvuMat Ptau, p. #7. 

* Of. Manhall, Eoemomiet t^IndvMry, p. 881 «. 

* Oi Dearlt, 3momie JmtrHol, 1808, p. 108. 
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influence is still very important. The same remark applies 
to the industry of discharging cargoes at the London Docks, 
which is liable to serious interruptions by frost and fog. On 
the other hand, indoor trades and trades little dependent on 

weather conditions, such as engineering and sljiipbuilding 

dress-making is obviously not relevant herev — display a 
relatively small amount of seasonal variability. Hms, accord- 
ing to a study by Sir H. Llewellyn ^Smith extended over some 
years, the mean difference in the percentage of unemployment 
between the best month and the worst month Ws 3^ per 
cent in the building trades and only per cent in the 
engineering and shipbuilding trades.^ 

§ 10. When the demand for labour in any industry 
fluctuates in a given measure, the appropriate consequent 
fluctuation in the rate of wages is not, of course, determined 
by the size of the demand fluctuation alone. It depends 
also on how elastic the demand for labour in the industry is 
and how elastic the supply. The more elastic the demand is, 
the larger the appropriate wage change will be: the more 
elastic the supply (from the short-period standpoint here 
relevant), the smaller it will be. The former of these pro- 
positions does not call for special comment. But of the 
application of the latter to practice something should be said. 
The supply of labour is elastic in occupations so situated that 
a small change in the wt^ rate offered in them suflices to 
divert a considerable quantity of labour between them and 
other occupationa In general, therefore, the following results 
hold good. First, when, as with the Scottish shale and coal- 
miners,* a small industry is neighbour to a kindred and very 
large one, the wage change corresponding to a given oscilla- 
tion of demand should be less than in an isolated industiy 
Secondly, a set of circumstances, which would justify a given 
change in the wages of workmen specialised to a particular 
industry or locality, would justify a smaller change in those of 
labourers, whose lack of skill, or of managers, the generalised 
character of whose skill, renders them more mobile.* Thirdly, 

‘ Cf. CVmmittM on, Diatruifrom fFwtt of Jknpioymmt, Q. 4680. 

* Ot Sheriff Jetuason’e kwerd in •' dude-minen* athitmtion 
Journal, 1004, p. 800). 

* When epn^intfam, eitimr to tndo or pbioa is vwy high, th* 
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among workipen trained to a particular job, the wage fluctua- 
tions corresponding to given changes in the demand of one 
industry employing them should be smaller when there are 
other industries in which their services are required. Thus, in 
a boom or depression in the coal trade, the wages of mechanics 
employed in the mines should fluctuate less than those of 
hewers. Fourthly, when wages are paid by the piece, the 
percentage fluctuation conesponding to a given fluctuation in 
demand should be smaller than when they are paid by the 
time. For, since, under the latter system, a rise of pay has 
not the same effect in inducing workmen to pack more labour 
into an hour, the elasticity of the supply of efficiency units 
is lower. Fifthly, broad changes, such as the spread of in- 
formation, improvements in communication, or an increased 
willingness on the part of workpeople to work at a distance 
from their homes, will tend to increase the elasticity of the 
labour supply and so to diminish the wage change appropri- 
ate to any given fluctuation of demand. Lastly, in industries 
subject to regular seasonal fluctuations, many of the work- 
people will have prepared themselves for the slack periods 
by acquiring some form of skill for which the demand at 
these times is apt to increase. Hence, within the normal 
limits of seasonal fluctuations, the supply of labour will be 
fairly elastic, and, therefore, seasonal demand changes should 
not seriously alter wages. Thus, despite the great fluctuations 
in the demand for gas stokers between summer and winter, 
wages should not, as indeed they do not, fluctuate much, because 
these workers are often also employed in making bricks, the 
demand for which expands in the summer. 

§ 11. So far our discussion has been confined to the 


jrapply will, for ooncidenble varUtiou of wage, remain praotioallj constant 
n»e workman may know that hia skill is useless in other districts or occupations, 
^<1 may, therefore, be drivsn to aocept a great drop in wages before leaving, 
"Or (except for navvies and other labourers, the muscular character of whose 
work makes it specially defiendent uixwi their nourishment) need his oapwsity 
sutler appreciably. Thiu the supply may be perfectly inelastic. It may also 
'* ‘ooiaetic on account of conservative feeling among tlie workers affected. For 
example Dr. Olapham writes of the decline of the hand-loom industary : "The 
epeiidenoe and profsasional {uide of the old race of weavers made them hate 
in M factory, and stick to their home work with e teneoity thet, 

0 me long nm, did then no good " {Bmffvrd Tmtik Smtty, June 1905, p. 43). 
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general nature of the relation between dem^uid changes 
and the wage changes that should be associated with them. 
We have still to inquire whetlier the wage fluctuation 
that corresponds to a given change in the demand for labour 
in any industry should be related to it in the same way, 
whatever the amount and direction of this latter Change may 
be. The answer must be in the negative, since tbs supply of 
labour will not have the same elasticity for all amounts and 
both directions. We may, indeed, presume that the^ elasticity 
will not vary greatly for changes in demand fairly near to tlie 
mean. The entrance and the exit to most trades are about 
equally open. In the North of England mining districts, 
for example, “ the migratory miners include a large nurnher 
of skilled mechanics, who divide their time between mining 
and their other handicraft according as either industry offers 
a letter chance of profit.” * A modenite upward movement 
in demand should, therefore, in general be met by about tlie 
same percentage of wage change as an ecpial downwitni 
movement. But for large upward and downward movenieiiis 
this symmetry no longer obtains. When the demand for labour 
falls considerably, there is a limit bt;yond which the wage 
cannot be reduced without reducing the available amount of 
the labour in question to zero. This limit will be deter- 
mined, for unskilled men, by the conditions of life when they 
are unemployed altogether and subsisting on unemploy- 
ment insurance and so on, and, for skilled men, in tiie la.Ht 
resort, by what they can eani in unskilled ocempations. Tims, 
if the demand for labour has fallen in more than a 
moderate degree, a further fall should be accompanied by 
s less than proportionate full, and eventually by no fall, 
in wage.* On the other hand, whe,n the demand for labour 
rises considerably, the effect upon unskilled wages should be pro- 
portionate to that produced when it rises a little. For skilb'! 
labour the percentage of wage increase should be even gieatei- 
For, while the power of those already in a trade to work- 
extra hours, and the probable presence of a floating body ('f 

* 8Mi$ikid Dec, 1904, p, (M>6. 

* Them jiwtify the iti ooiitt«ctlon with 

tUke for tikillod tud tittskUled work, of » minittictiii wiigt 
hf o(»Tftsi>ondiiig iii«ximfiia. 
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unemployed, will enable a moderate addition to the supply 
of labour to be made fairly easily, these resources will be 
ineffective when a large addition is required,^ 

§ 12. In the light of this general analysis, we have now 
to inquire how far it is possible to provide, in the terms of 
a governing award or agreement, automatic machinery for 
adjusting the wage rate to changes in demand occurring 
within the period covered*by it. The best-known instrument 
intended for this purpose — an instrument at one time widely 
used in the coal industry, and still popular in the iron and 
steel trades * — is a sliding scale connecting the wage rate of 
an industry with the price of its finished product. Changes 
in the price of the product are regarded as indices of changes 
in the demand for the labour that produces it ; and a definite 
scheme relating different amounts of price change to different 
amounts of wage change is set up. This scheme varies, of 
course, with the particular conditions of different industries, 
and is, or should be, based on the considerations adduced in the 
seven preceding sections of this chapter. The hope is that a 
skilfully devised scheme will cause the rate of wages to vary in 
the way in which those considerations show that it ought to vary. 

§ 13. To any one looking critically at this machinery 
it will naturally occur that, since it makes wage changes 
depend, not upon contemporaneous, but upon antecedent, price 
changes — e.g. price changes as recorded in the preceding 
quarter — the adjustment made under it must necessarily be 
incorrect This, however, is not so. For the connection 
l)etween the employers’ and the public's demand for any 
commodity always bridges an appreciable interval. Oscilla- 
tions in the employers' demand lag behind the primary 
oscillations to which they correspond It is generally only 
nfter prices have remained up for some little while that 
eniployers think seriously of expanding their business, and 
they hesitate in a similar manner about reducing j)roduction 

, * comideratlon alTonia »n wgament in favour of the device of the 

aouble jump ** » oertaiii point hiw been reached^ which found a place in 

a tomier ticale in the South Welea eoal industry and also in certain English 
autiing scales, 

Co * amt published for the Trade Union 

^^Jgreaa, 19^2, pp. 40 el aif« 
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when a depression sets in. Their demand for labour at any 
time is thus derived from the public demand for the com. 
moditj which existed at an earlier time. It follows that the 
supposed defect in sliding scales, that they fix future wages by 
past prices,^ is really an advantage. It is, indepd, sometimes 
objected that an intelligent anticipation of even^ before they 
occur is coming to influence more and more t^e conduct of 
industrial concerns ; and that, so fai*as this tendency prevails, 
the adequacy of past prices as an index of future demand 
necessarily diminishes. “ Why, then, should wages automatic- 
ally fall when the leaders of industry have cast their eyes 
over the future, and proclaimed the need of an enlarged output 
and more hands ? Or why should wages rise when employers 
see that good trade is behind, and are preparing for a period 
of marking time ? ” * The answer to this argument is found 
in a closer analysis of the phrase " public demand." In the 
present connection it signifies the demand, not of the ultimate 
consumers, but of those intermediate dealers who buy from the 
manufacturers, and whose operations are the proximate cause of 
changes in wholesale prices. Wliere such persons are present, 
it is extremely improbable that prices will fall when the anti- 
cipation of the leaders of industry are roseate, or rise when they 
are gloomy. For these anticipations will generally be shared 
by the dealers, and, if so, will be reflected in their present 
demand and, hence, in present prices. The foregoing objection 
is, therefore, only relevant on occasions when the forecasts of 
manufacturers and of dealers ere at variance. Since, however, 
the former forecasts are, in the main, based upon the latter, 
these occasions will be exceedingly rare. 

§ 14. There is, however, a much more serious objection to 
be urged against sliding scales. Changes in the price of the 
finished product only constitute a good index of changes in 
the demand for the labour that makes it, on condition that 
other things are equal But in real life other things are 
often not equal For these other things include the supply 
conditions of raw material, of the services of auxiliary work- 


» OL Aibloy, A^tuitMnt ^ Waaa, pp. 5e-7. „ „ 

• CbaptDM, “ 8oni« ObjaatkoM t* SUdiag 

JemnuU, 1908, p. 188. 
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people, and of the services of machinery : all of which supply 
conditions are liable to vary. It is evident that a given 
oscillation in one direction of the supply schedule of any one 
of these things causes the employers’ demand for the labour, 
whose wages we are considering, to oscillate in exactly the 
same manner as an equal oscillation in the opposite direction 
in his demand schedule for the finished commodity. Hence, in 
order to infer the oscillations in labour demand from those in 
the employers’ commodity demand, we need to subtract from 
the latter whatever oscillations occur in the supply schedules 
of the other factors of production. It is true that no provision 
has to be made for corrections under this head (1) when the 
supply schedules of the other factors are certain not to 
oscillate, or (2) when the part they play in the cost of the 
commodity is so small that their oscillations can be neglected 
without serious inaccuracy. It is not easy to imagine an 
industry in which the former of these conditions could be 
postulated ; but the latter holds good in extractive industries, 
such as coal-mining, where nearly the whole cost of production 
is labour cost Except in these industries the index afforded by 
price changes is seriously defective. A fall in price will occur 
in consequence of a fall in the demand for the commodity, and 
also in consequence of a cheapening in the supply of the raw 
material Thus there are two routes connecting changes in 
price with changes in labour demand. A price movement 
caused in one way indicates a fall ; caused in another way, a 
rise. If, for example, the price of iron goes up on account 
of an increase in the public need for iron, there is a rise in 
the demand for iron-workers’ services ; if, however, it goes up 
because a strike in the coal trade has rendered one of the con- 
stituents used in making it more expensive, there is a fall in this 
demand. It is obvious that, in the latter event, wages ought 
not to follow prices, but should move in the opposite direction. 

§ 15. As a way of escape from this difficulty, it is some- 
times proposed that the index should be, not the price of the 
finished commodity, but the margin between its price and that 
of the raw materials used in making it “Margins” are 
^ilised with apparrait success by the officials of the Cotton 
Workers’ Union, who obtain them by “ subtracting the price 
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of raw cotton (calculated from the fiye leading sorts) from the 
price of yam (of eleven kinds) or of calico (of twenty-three 
kinds) ” ^ and order their wage negotiations accordingly. This 
index has the advantage of moving in the same way in response 
to a fall in the demand for the commodity and to increase in 
the expense of obtaining raw material The solution it affords 
is not, however, perfect. Among the contributor factors to 
the production of the finished artible raw materoal is only 
one. The conditions of supply of auxiliary labour \aiid of the 
services of machines are also liable to vary, but their variations 
are not refiected in any change in the “ margin.” Mechanical 
improvements, for example, mean, in effect, a cheapening of 
rtie help rendered by machines. When such improvements 
are occurring, margins are liable to mislead in the same 
manner as, though in a less degree than, crude price statistics. 
Furthermore, margins, equally with prices, and because prices 
enter into their construction, are subject to a serious practical 
inconvenience. They are not likely to afford a good index in 
industries where the general level of elaborateness and so forth 
in the goods produced is liable to vary. In these industries 
an apparent change in price may really indicate nothing more 
than a change in the kind of article manufactured. This didi- 
culty is specially likely to occur when prices are deduced from 
the quantities and values of exports, since there is reason to 
expect that the cheaj)er varieties of goods will gradually yield 
place in foreign trade to the finer and more valuable varieties. 

§ 16. Yet another plan, and one which avoids some of 
the above difficulties, is to base a sliding settle, neither on 
prices nor on margins, but on ~ profits.” 'J’he report of the 
wage negotiations in the cotton trade in 1900 makes it cleur 
that, in that trade at all events, it is exceedingly hard to 
arrive at a satisfactory estimate of what " representative” 
or aggregate profits are.* What reckoning, for example, is to 

* Scliiiltze-Gftevcraitz, Social Peace, p, 160. . „ 

* Mr. L L. Price, ia diacuering these aegotUtione, spmke of • " 

scale in the cotton trade ae a “closer approach to the conception of profit 
than that made by the usual type of sliding scale " {Seoaomie Journal, 1 ’ 

p. 244). The view appears to be nroneous, so long as the “profits” 
repreeentative firm are taken as the index. Of course, a system which sh**” 
make the wage paid by individual firms fluctnate with their own {^rticui* 

** profits" wonld bs an entirely different thing. 
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be made for firms which have failed altogether and disappeared ? 

It is interesting to observe, however, that the agreement, 
which settled the great coal strike of 1921, provided what is in 
eifect a sliding scale based on profits. For each district standard 
wages and standard profits (aggregating 17 per cent of the cost 
of the standard wages) were set up ; and, every month, the 
balance, after the costs other than wages had been met, was to 
be divided between profits and wages in the proportion of 17 to 
83. The coal industry is, perhaps, better adapted for this 
kind of arrangement than the majority of other industries 
would be. 

§ 17. The preceding discussion, while it has revealed 
explicitly or implicitly many difficulties in the way of con- 
structing an effective sliding scale, has, nevertheless, made it 
plain that scales adequate to take account of all changes in 
the demand schedule for labour are theoretically possible. In 
favourable circumstances, when, for example, as in coal-mines, 
labour is by far the most important element in the cost of 
production, there is no reason why a fairly close approach to 
the theoretical ideal should not be made. Obviously, when 
this can be done, an award embodying a scale is much superior 
to one embodying a single fixed wage for the whole period 
covered by it. But, while this is so, we have to recognise 
the very serious disability from which even a perfectly 
constructed scale must suffer. A given rise or fall in 
tlie price of a commodity or in the profits of an industry 
covered by a scale may be brought about either by a change in 
tilt) real demand for the commodity or by an ex[iansion or 
contraction of money or credit, which affects the general level 
of money prices but leaves real conditions substantially 
unaltered. It is plain that, if the price of coal or the profits 
cl ccail-owners go up, say 60 per cent, as a part of a general 
50 per cent rise due to a purely monetary cause, the proper 
>c«ponse in the wages of coal-miners is a 60 per cent rise. 

if the price of coal or the profits of coal-owners go up 
50 per cent in consequence of an increase in the real demand 
for coal, the proper response, as indicated in § 8, will be a 
rise of considerably less than 60 per cent. It follows that 
“"y scale, which provides for the right adjustment of wagM 
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when the price of coal or the profits of oosl-owners change 
from a cause special to coal, must provide a wrong adjustment 
when these change from a general monetary cause. Something 
might be done to remedy this defect by making wage changes 
depend both on changes in the price of coal, od the profits of 
coal-owners, atid on changes in general priW or, if we 
prefer it, in the " cost of living.” ‘ Thus thei^ might be a 
scale of the type described in previous sections, inferred not to 
absolute changes in coal prices, but to difrerences\ between the 
changes in coal prices and in general prices ; and, superimposed 
upon this, there might be a second scale making wages var)- 
in the same proportion as general prices, or, alternatively, us 
the cost of living. Thus, if coal rose 50 per cent while general 
prices rose 20 per cent, wages should rise 20 per cent plus 
whatever fraction of 30 per cent (the rise peculiar to coal) 
the special coal scale might decree. This arrangement, how- 
ever, though it would work satisfactorily when changes iu 
general prices were due to monetary or credit causes, would 
not, as was shown in Chapter XYII. § 4, give a right result 
when these changes were due wholly or in part to such 
causes as the destruction of capital in war, bad harvests, 
general improvements in transport methods, and so on. 

§ 18. There is yet another disability, even less open to 
remedy, from which any form of sliding scale necessarily 
suffera These scales, being designed to relate changes in 
wage ratm to changes in the demand for labour in the 
particular industries they cover, cannot from their nature 
recognise or in any way allow for changes in the supply of 
labour to these industrim, such as might be brought about, 
for example, by the development or decay of some other 
industry employing the same type of labour. Plainly, how- 
ever, wage rates ought to be adjusted to meet changes of this 
type equally with changes in the demand for labour. The 
faUure of scales to do this has sometimes led to result^ so 
plainly unreasonable that it has been necessary for one 

n 

SqiIm baaed, like saTand poat-war aealat, loMfy on (ha " of 
iodax si« UMdaquata bacMaa tiuj ifoota ahaagea in daouuid. Soaw , 
■art ware adopted io 1922 ia tiia wool, boaiaiy, eabk-inakiiig, 

^•r iadnatriaa {hubutiiat NugtHtttimtmd JfnmMtt, Tiada uaioti ijoog^ 
1922, p. 32> 
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to a scale agieemeat voluntarily to concede to the other terms 
more favourable than those which the scale decreed. 

§ 19. From these considerations it appears that, though 
we may expect from scale agreements better adjustments tlmn 
could be got from fixed wage agreements covering periods of 
equal length, better adjustments still will be obtained if the 
relations between employers and employed are good enough 
to allow the two-monthly \)r quarterly variations of the wage 
rate, which take place during the currency of the governing 
agreement or award, to be based, not exclusively upon the 
variations of a mechanical price or profits index, but alk* upon 
any other relevant considerations that may present themselves. 
There are several examples of this type of settlement. In 
the Scottish coal agreement of 1902, the relevant portion of 
which remained unchanged till 1907, it was provided “ that the 
net average realised value of coal at the pit bank for the time 
being, taken in conjunction with the tiate of the trade and, the 
prospects thereof, is to be considered in fixing miners* wages 
between the minimum and the maximum for the time being, 
and that, in current ordinary circumstances, a rise or fall of 
per cent in wi^es on 1888 basis for each 4^. per ton of 
rise or fall in the value of coal is reasonable.”' In like 
manner, in the agreement entered into in the Federated 
Districts in 1906, it was provided that “alterations in the 
selling price of coal shall not be the sole factor for the decision 
of the Board, but one factor only, and either side shall be 
entitled to bring forward any reasons why, notwithstanding an 
alteration in the selling price, there should be no alteration 
made in the rate of wages.”* Under schemes of this type 
I’oasoned and agreed action, instead of automatic action, is 
required every two or three montha The successful introduc- 
tion of them is, therefore, only practicable in industries where 
cordial relations prevail between employers and employed. 

* Bcfori on OlottooNw AgrmmmOs [Od. 68S6], 1910, p. 82. 

* Btfmi on OMttHim Afru/mmis (Cd. 8886], p. 27. 
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PART IV 

THE DISTRIBUTION OF THE NATIONAL 

DIVIDEND 




CHAPTER I 


THIS GENERAL PROBLEM OF DISHARMONY 

In the two preceding Parts we have examined the way in 
which the size of the national dividend is affected by 
certain important groups of influences. It is not, of course, 
pretended that all the influences that are relevant have been 
brought under review. On the contrary, many of the more 
remote causae causnrum, such as those that determine the 
general attitude of people toward work and saving, as well 
as many less remote causes that affect the development of 
mechanical inventions and improved metliods of workshop 
management, have been deliberately left on one side. This 
deficiency I do not propose to remedy. There is, however, 
another deficiency, which cannot be thus lightly left unfilled. 
From the propositions laid down in Chapters VII and VIII. of 
Part I. it follows that, while, in general and apart from special 
exceptions, anything that either increases the dividend without 
injuring the absolute share of the poor, or increases the absolute 
share of the poor without injuring the dividend,^ must increase 
economic welfare, the effect upon economic welfare of anything 
that increases one of these quantities but diminishes the other 
is ambiguous. Plainly, when this kind of disharmony exists, the 
’••ggregate effect upon economic welfare, brought about by any 
cause responsible for it, can only be determined by balancing 
in deUiil the injury (or benefit) to the dividend as a whole 
against the benefit (or injury) to the real earnings of the 
poorer classes. No general solution of problems of that class 
IS jKMsible. It is important, therefore, to determine how 

^ ^ •‘y* without injuring it oither flrom the i*oint of view of the 

chaii(«, ^ n** «hMigo or fFom tibo point of view of the period after the 

Of. ante, p, 64. 
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far they are likely to arise ia real life ; to disooyer, in other 
words, whether causes acting discordantly upon the dmdeod 
as a whole and upon the absolute share of the poor are 
frequent or rare. When disharmonies are fdund, certain 
practical problems arising out of them will lhave to bo 
examined. 



CHAPTER II 


PARSnX)'8 LAW 

1. The mere statement of this problem brings us into 
ontact with an interesting thesis, which, if valid, would 
inmediately dispose of it. This thesis is that no cause 
iperating in opposite senses upon the aggregate amount of 
he dividend and upon the absolute share of the poor can 
msibly exist. It is backed by an inductive proof. The 
lata for the induction are derived from some remarkable 
nvestigations conducted by Pareto and published by him 
n his CW*# d'^onomie politique. Statistics of income 
n a number of countries, principally during the nine- 
eenth century, are brought together. It is shown that, 
if X signify a given income and N the number of persons 
nth incomes exceeding m, and if a curve be drawn, of which 
^he ordinates are logarithms of x and the abscissae logarithms 
^f N, this curve, for all the countries examined, is approxi- 
mately a straight line, and is, furthermore, inclined to the 
Ircrtical axis at an angle, which, in no country, differs by 
more than three or four degrees from 56*. This means 
since tan 66" >» 1’6) that, if the number of incomes greater 
man x is equal to N, the number greater than ma is equal 

' ■;;r6-N, whatever the value of tn may be. Thus the scheme 

income distribution is everywhere the same. “We are 
mnfronted, us it were, with a great number of crystals of the 
chemical composition. There are large crystals, middle- 
Bd crystals and amall crystals, but they are all of the 
form”* These are the foots as found by Pareta 

* Omn folititmt 11. pp. 80S-7. 
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The inference which he appean to draw from them in the 
Cowr$ SCieonomU poHUque contains two parts. He defines 
diminished inequalitj among incomes thus: "Incomes can 
tend towards equality in two quite different ^ys; that «, 
either because the lai^r incomes diminish, or because the 
smaller incomes increase. Let us give this latopr significance 
to the diminution of inequality among inoomess, so that this 
will take place when the number* of the individuals having 
an income less than an income x diminishes compared witli 
the number of persons having an income greater than *.”* 
On this basis he finds: First, "we may say generally that 
the increase of wealth relatively to population will produce 
either an increase in the minimum income, or a diminution 
in the inequality of incomes, or both these effects in com- 
bination.”* Secondly, "to rwse the level of the minimum 
income or to diminish the inequality of income, it is necessary 
that wealth should grow more rapidly than iKjpulation. 
Hence we see that the problem of improving the condi- 
tion of the poor is, before everything else, a problem of 
the production of wealth.’’* Now, on Pareto’s definition, 
“to increase the minimum income, or to diminish the in- 
equality of income, or both,” is substantially equivalent ta 
“ to increase the absolute share of the national dividend accru- 
ing to Uie poor.” Hence, what this thesis amounts to in 
effect is that, on the one hand, anything that increases the 
national dividend must, in general, increase also the ateolute 
share of the poor, and, on the other hand — and this is the 
side of it that is relevant here — that it is impossible for the 
absolute share of the poor to be increased by any cause whici 
does not at the same time increase the national dividend as 
a whole. Hence disharmony of the type referred to m « 
preceding diapter is impossible: we cannot be 
with any proposal the adoption of which would both nia 
the dividend larger and the absolute share of the poor snw 

or vice vma. _ 

§ 2. Now it is quite evident that a sweeping prapo 

* Hannah di taonamia pehiha, p. 871. 

* Cmn ^4am»m4t il. 

* Am(. pw 408. 
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of this kind, basod upon an inductive argument, requires very 
careful consideration. It is, therefore, necessary at the outset 
to call attention to certain defects in its statistical basis. 
The sum of what has to be said is that, though the various 
distributions that are brought under review are similar in 
form, the likeness among them is by no means complete. In 
all of them, it u true, the logarithmic income curve — at least 
Cot incomes of moderate size — is approximately a straight 
line; but the inclination of this line, though it does not 
differ widely, still does differ distinctly, for the different 
groups of statistics that have been observed. Pareto’s lowest 
figure from adequate data for the tangent of the angle made 
with the vertical axis is, for instance, 1-24 (B&le, 1887), and 
his highest 1’89 (Prussia, 1852). Nor is this aE As Dr. 
Bowley has pointed out, in the most important set of figures 
observed over a long period (those for Prussia) the slope 
of the curve has been decreasing with the lapse of time. 
The figures which Dr. Bowley gives differ slightly from 
those of Pareto, but the general effect is the same in both 
sets. According to Pareto, however, a smaller slope of the 
curve means a greater equality in his sense — a sense 
the appropriateness of which, it will be remembered, is 
matter for debate~~in the distribution of income.^ Dr. 
Bowley, therefore, naturally offers as an explanation of 
the Prussian figures: “The inoomee are becoming more 
UQiformly distributed in Prussia, and the result is, from 
these figures, that the Prussian income is getting to the 
more uniform distribution of the English."* Hence, inter- 
esting as Pareto’s comparisons are, to build upon them 
any precise quantitative law of distribution is plainly un- 
justifiable. 

§ 3. But, if the position is to be fully understood, it 
is well that this point should be waived. Let us suppose 
that the statistical basis of Pareto's reasoning is not de- 
fective in the way that has been indicated. Even so, much 
material for criticism remwna For let us consider what 
exactly this scheme, car form, of distribution is, for the 

* Of, «nt$, p. W. 

8«l«ot OoauaitlM oa tii* laomiui Tte, t#0<, Bddmut, p. 81. 



660 


ECONOMICS OF WBLFAEE 


VT. IT 


existence of which a mysterious necessity seems to have been 
discovered. If we were to plot it out, not as Pareto does, but 
in the simpler form of a curve so drawn that the abscissae 
represmit amounts of income, and the ordinates ihe number 
of people in receipt of these amounts, the ourve\ would rise 
very quickly to its highest point and, thereafter, fall much less 
quickly. This would express in a picture the well-l^nown fact 
that there are a very large number of people wit^ incomes 
much below the average income, and, comparatively, a very 
small number with incomes above the average incoma In 
short, the essential characteristic of current income distribu- 
tions is that the great bulk of incomes are massed together 
near the lower end of the income scala This fact is signi- 
ficant for the following reason. There is clear evidence that 
the physical characters of human beings — and considerable 
evidence that their mental characters — are distributed on an 
ait(^ether different plan. When, for instance, a curve is 
plotted out for the heights of any large group of men, the 
resulting picture will not, as with incomes, have a humped and 
lop-sided appearance, but it will be a symmetrical curve shaped 
like a cocked-hat It will, in short — to use a technical term 
— be the characten.stic Gaussian curve, or curve of error, 
symmetrical about the mean in such wise that there is no 
massing near either end, but an equal number of heights above 
the mean and below it and a lessening number of people 
at every height as the distance from the mean in either 
direction is increased. Now, on the face of things, we should 
expect that, if, as there is rea80i;i to think, people's capacitie-^ 
are distributed on a plan of this kind, their incomes will U 
distxibnted in the same way. Why is not this expectation 
realised ? A partial answer to this question may, perhajis, be 
found in a closer analysis of the word " capacities.” For our 
purpose this must mean income-earnihg oapacitie& But people 
earn incomes by means of several different eorte of capacity, 
among whicdi the principal division is between manual capacity 
and mental capacity. From the point of view of income-geiti«!?. 
tlm>^iore, it cannot properly be aasomed that we are dealing 
with a single homogeneous group. If we mtamined together 
tile members of a Umversi^ and tiie members of a junwr 
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chool, the table of heights obtained for these two groups jointly 
?ould not accord with the nonnal curve. If the number of 
(ersons in the University was much smaller than the number in 
he junior school group, heights very much above the average of 
he two groups combined would be unduly numeroua It may 
le that brain-workers constitute a homogeneous group and hand- 
rorkers a homogeneous group, but that, for the purpose of income- 
larning, they do not jointly constitute a homogeneous group ; 
hat the nonnal law rules in each separately, but, as with the 
Jniversity and the school, not in both together. On these 
ines the peculiar form of the income-distribution curve might 
)e partly explained. There is, however, a more important and 
noi-e certain explanation. Income depends, not on capacity 
done, whether manual or mental, but on a combination of 
apacity and inherited property. Inherited property is not 
iistributed in proportion to capacity, but is concentrated upon 
1 small number of persona Even apart from the fact, to be 
referred to in a moment, that the possession of a large property 
mables the property-owner to improve his capacity by train- 
ing, this circumstance necessarily deflects the curve of income 
distribution from the " normal ” form. The significance of this. 
From the standpoint of our present problem, is obvioua If 
the form of the income-distribution curve is partly determined 
by the facts of bequest and inheritance, the particular form 
which is found to be dominant in current conditions cannot 
possibly be mecsMary, except upon the assumption that the 
broad scheme of inheritance now generally in vogue is main- 
tained An allied law, then, that should speak of any form 
as necessary in an absolute sense, runs counter to this appar- 
ently irrefutable reasoning.* 

§ 4. The statistics adduced by Pareto do not provide a 
basis for any counter-argument. For, as a matter of logic, 
it is plain that, if all the different groups to which his 
statistics refer possess any common characteristic in addition 
to the fact that they are all in receipt of income, no general 
inference about income distribution that is based upon them 
^n be extended to groups not possessing these characteristics, 
^'it, in fact, all these groups are communities enjoying the 

' ot BraiBii <ft ilatiitiM mtlodtbigita, p. 810. 
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general type of inheritance laws common to modern Europe. 
It follows at once that no inference can be drawn as tc 
how the form of the income distribution would he alSected ij 
these laws were abolished or fundamentally changed. In hii 
Mannale di economia politica, published some ye4rs after th( 
Gouts, Pareto himself explicitly recognised this. \ He wrote 
“We cannot assert that the form of the curve* would nol 
change if the social constitution wMe to change radically; if 
for example, collectivism were to take the place of ihe systeii 
of private property.” * 

§ 5. Nor is it necessary to imagine so large a change as 
the destruction of inheritance laws, in order that the form ol 
the income-curve may be largely affected. There is ground 
for believing that a like result would come about in con- 
sequence of anything that affected, in a marked way, th* 
proportion between “earned” income and income derived 
fronj investmenta The reason for this opinion is twofold. 
First, it is found by experience that incomes from property 
are distributed much more unevenly than incomes from either 
head-work or hand- work. Mr. Watkins, in his Growth oj 
Large Fortunes, after printing an interesting table, comments 
on it as follows : " In making the comparisons made p)K.sible 
by this table, the criterion must be relative, not alisolute 
Convenient relative numbers are the ratio of the up}>er decile, 
or the upper eentile, to the median. It will be observed that, 
in the statistics of wages, the upper decile is always somcwliat 
less than twice the median, and, in one occupation of the 
nine, it is little more than, one-fourth greater. In the 
distribution of salaries the upper decile is approximately 
twice the median, the inequality thus being not greatly 
different firom that prevailing among wage-imemes. 
there is a great gap between this and the prevailing dis- 
tribution of income from property. In the Massacdiusett'^ 

‘ Of courM it is not suf^estod th»t tho inhoritenoo 
Eotoimhui oonntries »re exact] j identioftl. They differ wmsiderably )« ‘ ^ 

The French lews, for exsmnie, force » mwpe eren division of esUtrs » 
children than the English lews end deny spedbl privilegos to tb* 

It is interesting to connect this foot with the <*eewetl<m of Benini (/ 
di daHitiea vu tod o logiaa, p. 191), that lha distrihutfui of wealth •* ”? jjt 
in France than It is here. ((X also ffly, and Coidraet, vol. r 

* Lee. clLpp. 870-71. 
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)robate statistics the upper decile is eight or nine times 
he median, and the error is doubtless in the direction of 
inder-statement, since the figures are not net, so that large 
leductions for debts should be made from the smaller estates, 
ind also since many very small properties do not pass through 
;he courts. Among French estates the upper decile is 
ihirteen times the median.”' For this country also the 
ivailable statistics show 8 , much more marked concentration 

wealth than of income. This is well illustrated by 
Professor Clay's comparison between his own estimate for the 
distribution of capital in the United Kingdom in 1912 and 
Dr. Bowley’s estimate for the distribution of income in 1910. 
He wrote: “ 94'5 per cent of persons have 56 per cent of 
the national income, while 96*2 per cent of persons have only 
17*22 per cent of the national capital; 98*9 per cent of 
persons have 71 per cent of income, while the same per- 
centage of persons have only 33 per cent of the capital.”* 
Secondly, the distribution of earned income itself is likely 
to be more uneven, the greater is the importance of 
the unevenly distributed income from investments. This 
result comes about because differences in income from 
investments make possible different degrees of educational 
training and afford different opportunities for entering 
lucrative professions. The correlation between the two sorts 
of income is illustrsded by Benini in a table, in which he 
divides the figures for certain Italian incomes into two parts : 
“The one represents the income that people derive from 
property, supposed to be invraited for all the different 
(^tegories at a uniform rate of, say, 5 per cent; the other 
represents the strictly personal income, due to work, enjoyed 
the same people. For example, a total income of 
2000 lire, accompanied by a property of 9016 lire, may be 
regarded as composed of 461 lire, the fruit of investment, and 
of 1549 lire, the fruit of professional activity. (Mculating in 
this manner, we obtain the following table : 

‘ ^ Orowtk (ff Xoi^ W0rtMmt$, p. 18. 

- iff tk$ MamAtdtr StaHdkai Soekty, 1924-28, pp. «4-6. For 

fH.TJi the •TsilabU stetistiai ooucernifig income and capital 

fvS" Ow-Swmdws and SMaf Structvn *» England and 
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. laooBM derived 
Totid Income Income aerivea p«nonnl 

(lire). from Property. Activity. 

1.000 - 143 + 867 

2.000 *» 451 + 1549 

4.000 = 1,458 + 2542 

8.000 4,285 + 3715 

16.000 = 11,665 + 4336 

20.000 = 16,885 , + 4116 

32.000 =* 28,640 + 3360 

40.000 » 37,600 + 2600 


It will be noticed, of course, that, so soon as total incomes begin 
to exceed 16,000 lire, the part derived from personal activity 
diminishes; but this does not mean that the remuneration 
of the profeffiion followed diminishes ; it only means that 
many will now Uve wholly on the income derived from 
their property without following any gainful profession, aud 
that this conduct of theirs reduces the aver^ of the income 
due to work for the class to which they belong." ' Moreover, 
there is yet another way in which the form of the income- 
curve might be modified. A change in the distribution of 
training and so forth, that is, of investment of capital m 
people, may take place apart from variations in income from 
investments. When this happens, the change must uud 
directiy to alter the distribution of earned income, evoii 
though original capacities are distributed in accordance wit i 
somTfthe same) law of error. It is perhaps 
of this that accounts for the conclusion, which Fro e««o 
Moore derives from his study of American wage stotinto, 
that the variability of wa^ (as between different * 
the same time) was less in 1900 than it had been m ^ 
S 6. When these points are conceded, the 
fence of "Pareto’s Law" as a law of even Umi^ 
rapidly crumbles. His statistics warrant no mferent* 
the effect on distribution of the introduction of 
that is not already present in »PP*^**“* vet? 
form in at least one of the communities snd th y 
limited in wmge — from which these statistti* 

This consideration is resUy fatal ; and Pareto w 
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in e^t, to abandon the whole claim which, in the earlier 
expositaon of his formula, he seemed to make. In the 
Mawuah dt eeononm politiea he insists that that formula 
is purely empirical “Some persons would deduce from it 
a general law as to the only way in which the inequality of 
incomes can be diminished. But such a conclLn far 
transcends anything that can be derived from the nremisea 
Empirical laws, like thoSe with which we are here cLcerned 
have little or no value outside the limits for which they were 
found experimentaUy to be true.”* This means that even 
if the stetistical basis of the “law” were much securer than 
it is, the law would but rarely enable us to assert that any 
contemplated change must leave the form of income distri- 
bution unaltered. As things are. in view of the weakness 
of its statistical basis, it can never enable us to do this. 
Disharmony between movements of the national dividend 
as a whole and of the absolute share accruing to the poor 
cannot be proved by statistical evidence to be impossible, 
and a detailed study of the matter must, therefore, be made. * 

• Mamuale di wmomia politiea, pp. 871 - 8 . 
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THK SUPPLY OF CAPITAL AND LABOUB 

§ 1. In undertaking that study we are forced to avail our- 
selves of a somewhat rough method of approximation. Our 
inquiry is concerned with the comparative effects of certain 
causes upon the size of the national dividend and upon its 
distribution among rich and poor persons. No machinerj 
exists by which effects upon distribution in this sense can be 
directly investigated. But ^onomists have carried through, 
and have made common property, a very full analysis of tbs 
influences that affect distribution in another sense, namelj, 
distribution among the various *' factors of productiou." 
These two sorts of distribution are not the same. They 
wovld be the same if each factor were provided exclusively 
by a set of persons who provided nothing of any other 
&ctor. But, of course, in real life the same man often 
provides portions of several factors, obtaining part of hu 
income Atom one and part from another. A landlord Ib 
not merely the owner of "the original and indestructibh' 
properties of the soiL” On the contrary, be frequently 
invests a great deal of capital in his land, and soiuetimea 
also considerable mental labour in choosing his tenants, 
exercising a certain control over their methods, and deciding, 
it may be, upon the necessity of eviotiona A shopkeeper 
]^vide8 capital, or waiting, to some extent, but be also 
provides, especially if bis sales are on credit, much meuta 
labour in judging the " standing of his customers ” and 
a little uncertainty-bearing in respect of bad debts. ^ 
lai^ capitalist employer is still more obviously cspita}'^'^’ 
bnuo-workmr, and nncertarnty-bearar ooia b in e d. FinsUy> 

m 
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ordinaiy manual worker is frequently, in some measure, also 
a capitalist In view of these considerations, it is plain that 
doctrines about distribution among factors of production 
cannot bo applied directly and unreservedly to problems 
concerning distribution among people. The difficulty is not, 
however, as it so happens, of decisive practical importance. 
By far the largest part of the poorer classes in this country 
consists of wage-earning workpeopla It is true, of course, 
that “there is no definite line between wage-earners and 
persons working directly for customers and small employers 
and small farmers, . . . nor is there any clear and uniform 
division between wages and salariea”* But the dominant 
position of wage-earners among the poor is illustrated by the 
fact that, whereas, before the war, they numbered some 
fifteen and a half millions, persons other than wage-earners 
with incomes below £160 a year numbered, say, three and 
a half millions.’ Moreover, it is reasonable to suppose that 
a large number of persons earning small salaries or small 
incomes from working on their own account are affected by 
the main body of relevant economic causes in much the same 
way as wage-earners proper. For the purpose of the present 
discussion, therefore, though not, of course, for all purposes, 
we shall not commit any serious error if we treat manual 
workers and the poor as roughly equivalent classes. Further- 
more, statistics show that by far the most important income- 
yielding instrument actually possessed by the poor of the 
United Kingdom, as thus defined, is manual labour. Persons 
in receipt of wages number, as I have said, some fifteen and 
a half millions, and it is probable that persons dependent 
upon wages amount to 30,000,000, or nearly two-thirds 
of the population. The accumulated property of these 
persons before the war — ^it is, of course, a good deal larger 
now — was estimated at £460,000,000, and the interest on it 
^ght, therefore, be put at some £20,000,000 a year. This 
was probably little more than ^th part of the total income of 
Uie wage-earners, all the rest being received as wages of 
labour.* Hence, just as we have agreed roughly to identify 

f « .*. MiMm tf th» JPndHet J^dtutry, p. 12. 

p. ll, • Of. CbktM'Mwif j, Mithu amd p. 49, 
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the poof with the wage^^arners, we may also to identify 
the earnings of wage-earners with the eamii^[s of the factor 
labour. No appreciable error is introduced by , this simpli- 
fication. When we have made it, the familia^ analysis of 
economists can be directly applied. \ 

§ 2. We may divide the factors of produotioni from whose 
joint operation the national dividend results, intQ two broad 
groups, labour and the factors other *than labour. \ Of course, 
neither labour nor the factors other than labour' constitute 
a homogeneous group made up of similar units. Labour 
embraces the work both of wholly unskilled workpeople and 
of numerous sorts of skilled artisans. The factors other than 
labour embrace, along with the work of Nature, the work of 
many kinds of mental ability and of various sorts of capital 
instruments. This circumstance is not, however, relevant to 
our present problem. That problem is to determine whether 
and how far economic causes, which affect the national divi- 
dend as a whole in one sense, can affect the receipts of the 
factor labour in the opposite sense. In the present chapter 
attention will be concentrated upon two sets of causes of the 
broadest kind, namely, th<»e that act respectively on the 
supply of capital in general and on the supply of labour 
in general It will be convenient to begin with capital 
§ 3. Capital, or to put the same thing in concrete terms, 
capital Instruments, are the embodiment of labour itself, wait- 
ing for the fruits of labour and uncertainty-bearing. Coo- 
seqnmrtly, apart from inventions and improvements, which will 
be considered presently, an increase in the supply of capital 
instruments can only mean that people have been willing to 
undertake more waiting for the fruits of labour and more 
exposure of those fruits to uncertainty. In other words, the 
mpply of waiting, or of nnoertainty-besring, car of both, has 
been increased. It li obvious that a cause of this kind will 
make for an increase in the natboal dividend as a whole. 
Otn it at the same time make fear a decrease in the ^ 
come of labour ? The analysis itdevant to this quMtion h** 
been developed by ManhalL Subject to certain impor^ 
qualiflcaticaEis, which do not atfect the pw e en t argmeent, t u 
analyria shows, first, that every fiwtmr of prodnetion, inclumDe 
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eatrepTeneurs’ work,* tends to be remunerated at a rate equi- 
valent to its marginal net product of commodities in general. 
It shows, secondly, that, other things being equal, the marginal 
net product, in this sense, of every factor (hminishes as the 
supply of the factor increases beyond a fairly low minimum.^ 
For, as the supply of any factor increases, the supplies of all 
the other factors being given, it pushes forward an irregular 
boundary along a great Aumber of routes;* and, the more of it 
there is, the smaller is the quantity of other factors, with 
which to co-operate and from which to derive assistance, that 
each new unit finds available. This proposition expresses 
what may be called the law of d/iminisKing returns to indi- 
vidual factors of production. This law must not be con- 
fused with the law of diminishing returns to resources in 
general invested in a given occupation, referred to in Part II. 
Chapter XL 

§ 4. From this analysis an important proposition directly 
relevant to our present problem can be derived. This proposition 
has two sides, and is to this effect : If the quantity of any factor 
of production is increased, the reward per efficiency unit reaped 
by all factors completely rival to that factor (in the sense of 
l)eing perfect substitutes) will be diminished, and the reward per 
efficiency unit reaped by all factors completely co-operant with 
it, and in no d^ree substitutes, will be increased. The former 

* The epedal om* of the entrepreneur’a ettniings ia diaouased in detail hr 
Professor Edgeworth in the Quarterly Journal ef Ecorumie* for February 1904 ; 
it is also tonched upon in hia paper on “ Mathematical Theories " in the Eoowmk 
Journal of Deoembw 1907. 

* Thia idea ia well ex{»ras8ed by Tnrgot in an elaborate figvure (of. Cassel, 
Eaiure and Ifeemity ^ InUraS, p. 22). In illustration, it may be noticed 
that, as the rate of interest falls, instrumental goods oome to bo built mme 
solidly and to be repaired and renewed more readily when need arises. 

’ The aigniBoanoe of thia qualiBcation is that, in a ^ven state of the other 
factors, an inoreaae in the supply of one fimtor up to flu amount required to 
provide a outqle qroup-unit ou tAe eptimum stale — e.q, a suffiraent nnm^ of 
roen to lift a heavy tree or a sufficient number to run one facto^ of iqdimum 
eize in each ooonpatioii— need not yield diminishing returns. It is not relevant 
to the present argument that an inoreaae in the scale of population, by generat- 
ing closer oontaota and mutnal stimulation of thought, may indirectly load to 

increase in the supply of oapiUl and to improved organisation, and tlmt, 
output may inersase in a larger pioportioa than population, '^e 
tow of diminidiing tutxuns is oonoeniod with Ime effeots of an increeae in the 
supply of one factor of niodnetion when the supply of other feotore u ned 
inoresaed. 
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half of this proposition is obvious. The advent of Chinese immi- 
grants in the retailing business mvM injure the British retail 
shopkeepers of New Zealand, and the steady flow pf low-grade 
European immigrants must keep down the wages jof unskilled 
workmen in the United States.^ The latter half \ of the pro- 
position is easily proved as follows. Since each pnit of the 
increased factor must be paid at the same rate, and the rate 
for the new units is less than the *bld rate, a part of the 
product of the old as well as of the new units is handed over 
to the oo-operant factors.’ As an illustration, we may note 
that a high level of wages generally prevails in new countries, 
because, first, there is a large quantity of land available, and, 
secondly, by mortgaging the land to foreigners, the inhabitants 
can obtain a large quantity of capital also.' 

§ 5. If, as is, of course, generally true in the concrete, 
different factors are partly co-operant and partly rival, the 
effect of an increase in the quantity of one of them upon the 
reward obtained by the others can be analysed in this wise. 
Suppose that the quantity of factor A increases from A hj 
(A-f-a), and that z of the new units are sul^tituted in Mses^ 
formerly occupied by mx units of the other factor B. I’heii 
the effect prt^uced on the reward per unit of B is equal 
that which would have been produced bad the two factors 
been entirely co-operant, and had the quantity of A increased 


* Profenor Taaarig wrote ia 1®0« tiiat, wherou moet money incomw in tb« 
United SUtei have incroeeed, the wages ordinary day lahonr and of 
fiuitoiy labour aa ia virtually unakiiled mm to have rta^ned etationery wd 
■onietimee eeem even to have fallen** (fisarUrty JmrtuU ^ Seomomiet, 1806. 
p. 621). Whether the nnskilled immigranta m maitily rival or mainly »• 
operant with the skilled worketn of Amarioa b another and more ditlini» 
<{neation. Dr. Hourwich writee on thia pdnt : ** It ia only becaose Ui« new 
imnugraats have fnrntshed the elate of nnuillad labour that the native 

ami older immigrants have been raiaed to the plaae of an ariatooiw^ of 
{Immigration muf Labowr, p. 12). In tlw same aenae Prof. Prato From- 
Honism* onvritr, p. 72) maintains that, in general, the low-grade 
takee on ooonpations which native-brnm worttpeople wbh to leave, and that tiiw 
troe, not only of the Chinese end Eoropean hnmigront into the United 
also of the Italian and Belgian immigmt to Fkanoa, Bwitswrlaod, and 

* It ia not relevant to tire preaent argument to note, though the . 

he added for oompleteneee, that, in roapmiM to the Improved i, 

oonpenuit factoa toad to inoraaae In qnaati^, hot, aineo tb<dr eappij 
iaadmed positively, not to a anffidont aitont to tednos their raoeipi* to ut 
inaL 

* <X Uarafaall, JSoyat Om nUmi m m Ltimr, Q. 4SI7-t, 
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from A to (A + a— a?) and the quantity of B from B to 
(B + «t®)- It is obvious that this effect may represent either 
an increase or a decrease in the reward per unit of B, and 
that it is more likely to represent an increase, the larger is 

A **^**^*^®^y to—^ — . It is not possible, in the 


absence of knowledge as^ to the form of the function repre- 
senting the relations between the factors and their product, 
to make any statement more precise than this. Interpreted 
roughly, the condition, under which, on the hypothesis taken, 
an increase in the quantity of A would lead to an increase in 
the reward per imit of B, is that the predominant part of the 
extra units of A can be profitably turned to uses other tha n 
those formerly occupied by units of B. Hence, in genend, 
where two factors are partly co-operant and partly rival, an 
increase in the quantity of the one will augment the reward 
per unit, and, therefore, the absolute share of the dividend, 
enjoyed by the other, if the relation of co-operation between 
the two factors is more important than the relation of 
rivalry. 

§ 6. The question whether the relation between waiting 
and uncertainty-bearing in general and labour in general is, 
in the concrete, mainly oo-operant or mainly rivd is not one 
to which an a priori answer can be given. If the only sort 
of capital instruments which mankind had learned how to 
make were a kind of Frankenstein monster capable of exactly 
duplicating the labour of manual workers, and not capable of 
doing anything else, this relation would be wholly one of 
rivalry. What it is in actual fact, therefore, chiefly depends 
on the nature of the things which people are able, by com- 
liining labour with waiting and uncertainty • bearing, to 
create. If we consider realistically what these things in the 
main are-~~and, of course, when what is contemplated is a 
general increase in the supply of waiting and uncertainty- 
bearing, we must imagine the new supplies to be used in 
»in all-round addition to existing capita instruments — it is 
‘apparent that their work is mainly oo-operant. Bailways, 
factory buildings* machines, motor cars and houses, 
' "'^hether in the hands of private people or of business men who 
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let them oat on hize, taken broadly, are tools for, and not 
rivals to, men. By giving help, they enable any nth worker 
to produce more stuff or service than he could haye produced 
without them ; they do not, by supplanting him, co^npel him to 
produce lesa This is the general teaching of exp^enoe. lu 
paurticular instances, indeed, the relation is predominantly one 
of rivalry. But, comparatively, thew are unimportant. As 
Marshall well writes : " There is a real and effective competition 
between labour in general and [waiting to which should be added 
uncertainty-bearing] in general. But it covers a small part of 
the whole field, and is of small importance relatively to the 
benefit which labour derives from obtaining cheaply the aid of 
capital, and, therefore, of efficient methods in the production 
of things that it needs."* In other words, the relation 
between capital as a whole and labour as a whole is pre- 
dominantly one of co-operation. It follows that the quration 
set out for discussion in § 2 must be answered in the 
negative. It is not, in present conditions, practicully possible 
that a cause (other than inventions and improvemente, which 
will be considered in the next chapter) operating to expand 
the national dividend by increasing the supply of capital 
generally should at the same time lessen the real income 
of labour. Similarly, of coarse, it can be shown that a cause 
operating to contract the dividend by diminishing the supply 
of capit^ generally cannot at the same time increase the real 
income of labour. In this field, in short, disharmony cannot 
occur. 

§ 7. This conclusion leads up to the difficult problem of 
capital investments abroad. Apart from the special quali- 
ficarions indicated on page 188, it may be presumed that, 
since nobody will invest abroad rather than at hmne unless 
he expects a better return, freedom to invest abroad will 
augment the national dividend. As against this, it seems 
at first sight that it will diminish the real income of labour. 
The funds for investment must be obtained either by 
porting goods or by refraining from the import of goods to 
which we have a chum. It midces very little differeno® 
whe&er or not the granting of a loan is nmde oonditiona 

• Memom/ke, p. S40. 
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upon the proceeds of it being expended in purchasing the 
railway material, or other things, which it is destined to pay 
for, in the lending country. If this is done, the hind of 
goods that we export may ^ altered, but the volume of them 
will not be substantially affected. In any event the volume 
of things immediately available in this country will be 
diminished. This is practically certain to involve a direct 
injury to labour, either t>y making the things workpeople 
buy more expensive, or by reducing the supply of tools and 
machines that help them in production. It is true that, 
since some capital will have been withdrawn from home uses, 
the rate of interest here will go up, and this will encourage 
saving to create more capital But this tendency can only 
mitigate, and not wipe out, the initial injury to labour. It 
follows that labour must be less well-off in term$ of things 
in genercd than it would have been if the opening for investing 
capital abroad had been dosed. 

This result, however, is not decisive. In cmtain ciicum- 
stances, even though this happens, labour may, nevertheless, 
1)6 better off in terms of the particular things which work- 
people are interested to buy. For, as an indirect effect of our 
foreign investments, these things may have been substantially 
cheapened. In actual fact this has happened Sir George 
Paish, writing in 1914, stated: "In the aggregate. Great 
Britain has supplied the world outside these islands with 
nearly £600,000,000 for the construction of railways in the 
last seven years (out of a total so supplied by her of upwards 
of eleven hundred millions), and all of the money has been 
placed in countries upon which we depend for our supplies of 
food and raw material'* ^ When our foreign investments are 
of this character, the real income of labour, in the only sense 
that signifies, is fairly certain to be increased, so that no 
: disharmony arises. No doubt, if there were special reason 
i to believe that, had the export of capital been forbidden, the 
fonck set free would have been devoted to domestic U8«s 
specially beneficial to workpeople, such as the erection of a 
wge number of healthy workmen’s oottages, thw condusion 

Kxport M>d tb* Oqrt ^ Oving," Mmdusttr SMiitieai 

oocirfy, ^ 
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would not hold good. But Uiere is not, in general, special 
reason to believe this. 

Moreover, it is necessary to take account of certain more 
remote consequences of foreign investment. When the export 
of capital is free, the opportunity to obtain higher interest 
abrofd both causes more British capital to be crated — in lieu 
of consumption — than would have been created otherwise, and 
also enables a part of it to be invested in enterprises yielding 
a larger return than would otherwise have been' open to it. 
Thus freedom to export capital at one time exercises a twofold 
influence in enlarging the aggregate real income of the country 
at a later time. It follows that, other things being equal, the 
amount of new capital that can be created there at a later 
time will be enlarged. This effect will repeat itself cumula- 
tively year after year. In the end, therefore, if we suppose 
the amount of capital annually exported to remain constant 
— though not, of course, if we suppose the interest earned on 
capital invested abroad always to be itself invested there— 
the extra capital created at home as an indirect result of ptist 
exportation must exceed the amount withdrawn by contem- 
porary exportation. On this supposition, in the end, labour 
as a whole will be benefited and not injured. Though, there- 
fore, disharmony may prevail from the point of view of a short 
period, in the higher unity of the long view it may well be 
resolved. The practical inference is that all proposals to 
restrict the export of capital in the interests of labour — apart 
from the special reasons discussed on page 188 cited above — 
should be subjected to a very cautious and critical scrutiny. 

§ 8. We turn to the second main group of causes dis- 
tinguished in § 2, those, namely, which operate through the 
supply of labour. It is evident that, if this supply is increased, 
whether the increase comes about through an addition to the 
number of workpeople or through an addition to their average 
capacity, the national dividend must be increased. Our 
problem, therefore, is to ascertain tlie effect that will be pro- 
duced upon the aggregate real income of labour. The analyai* 
set out in the preceding section shows that the marginal net 
product of labour, in terms of things in general, and, therefore, 
ita real earnings per mit, must be diminished. Whether its 
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aggregate earnings will be increased depends, therefore, on 
whether the elasticity of the demand for labour in general is 
greater or less than unity. If this elasticity is greater than 
unity, labour in the aggregate will receive a larger absolute 
quantity of dividend than before ; whereas, if the elasticity is 
less than unity, it will receive a smaller absolute quantity.' 
It is, therefore, necessary to determine whether in fact the 
elasticity of demand is greater or less than unity.* 

Let us begin by ignoring the fact that an addition 
to the supply of labour available in industry is likely 
to react upon the supply of other factors co-operating with 
it. It may then be observed that there is a certain field 
of personal service where labour works practically unaided 


> The general proposition, of which the statement in the text is a special 
insUnco, is that, other things being equal, an increase in the quantity of any one 
factor of production will be accompanied by an increase in the absolute share of 
product accruing to that factor, provided that the demand for the said factor has 
an claaiicity greater than unity. The condition on which it will be accompanied 
by an Increase in the proportionaU share of product accruing to the factor is 
ditferent from this, and can be determined as follows. The supply of the 
other factors being given, the aggregate output P depends on the quantity 
of the variable factor, in such wise that, if a? represents this quantity, P=ss^a;)* 
The cUmlnU share accruing to the variable factor is, therefore, represented by 

x/, And the pn^iortitmaU Bhart bj The condition that this latter magni- 
tude shall inersaae when as inoreeses ia that 




Let $ represent the elasticity of demand for the factor in question. Then 

..- 4 ; 

Mid the above ooadition oan be expreeaed, by easy substitution, in the form 

®rs>l+7f^ 

/ 

Tlitis « exceeda unity by a larger eniount, the larger ia the i^portionste shan 
of the prodnot aooming, before the variation, to our variable factor. The oondi- 
tioii set ont above in symbols can be expreaeed in words, as Dr. Dalton has 
jxiinted oot, by the statement that " the elasticity of demand is greater than 
the reoiprooal of the relative share of all other factors taken together *’ {The 
hioquality Jhumtm, p. 187). . x . 

* The term elasticity <ai demand, as employed by Marshall and in the text 
»bove, signlfiea ftroportionate change in quantity divided by propoitoonato d^ge 
in price when the ehnnges are v«y small (strictly infinitesimal). It “ 

Dr. Ddton «eUs “ ekuitidty ” (ct The Inetuedity ^ Ineomee, pp. l»* p* 
Hence, in older tVt the aigoment of the text may hold good of subetMtiai 
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hy other factors, where, therefore, its productivi^ per enit 
would not appreciably fall with an increase in its quantity, 
and where a good deal could be absorbed without greatly 
reducing the value of its product in terms of other things. 
This circumstance points, pro tomto, to a fairly jlow rate of 
diminution in the (real) demand for labour in general as the 
quantity of it increases ; though exactly how rapid the rate of 
diminution would be, or, in other wdrds, how elastic is the 
demand for labour, it is qiiite impossible to say. In real life, 
however, it is illegitimate to ignore reactions, indirectly 
brought about by an increase in the supply of labour, on 
the supply of other factors. In particular, the supply of 
capital is known to be very far from rigidly fixed. When 
the quantity of labour increases, and, hence, indirectly, the 
return per unit of capital is enhanced — though, no doubt, 
those people who have decided to leave some definite sum to 
their descendants will not be willing to save so much as liefore — 
people in general will be willing to save more than before, 
and so to create a greater quantity of capital’ Moreover, 
owing to the greater size of the national dividend, their 
ability to save will be increased. The resultant increase in 
the supply of capital will react to increase the marginal pro- 
ductivity of any given quantity of labour. On the whole, 
therefore, it is probable that the demand for labour, even 
viewed from the general standjxrint of the wl)ole world, is 
fairly elastic.* The probability is far stronger as reganis 
the demand for labour in any single country. For capital 
is so mobile that a small increase in the return per unit 
obtainable by it in any one country must inevitably — 
apart from complications due to double income-tax, alM)ut 
which it may be hoped that international arrangements will 
soon be made — bring about a large influx from foreign 
countries, or, what comes to the same thing, a large contraction 


hioivuesor nippty, ir« most iroppoM tlidt the dnetieity of demond greater or 
Itm than wnity, aa the caae may be, not merely in napeet either of the old or of 
the new quantity of supply, but alao in reapeot of all the quantitiM intermediate 
between titeae two. 

b Of. Marshall, Primeifta Eeonomiet, p. 3tS. „ 

• Cf. Edgeworth, ** On tl>e Uae of the DiSarentia) Oalmiltu in Economics. 
HMtIa 4t 8eU$Uia, v<d. vii. pp. SO*ei. 
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of the outflow that fonnerly went to foreign oountxiee. Hence 
the elasticity of the aggregate demand for British labour is 
greater than the elasticity of that part of the demand which 
depends on British capital alone. It is, indeed, so much 
greater that, with any reasonable assumption as to this latter 
elasticity, the elasticity of the aggregate demand is practically 
certain, from the standpoint of a long period, which is alone 
in (juestion here, to be inlmensely larger than unity. 

Hence it follows that an increase in the supply of labour, 
whether through an increase in the number of units of labour 
of given efficiency that the average workman provide, or 
through an increase in the number of workmen providing, on 
the average, a given number of units of labour, must increase 
the ateolute quantum of dividend that labour in the aggre- 
gate receives. It is, no doubt, true that, within the broad 
group labour, an increase in capacity, which only affected 
some of the sub-groups, might involve injury to other sub- 
grou]^, whose capacity has not been improved. Even this 
iliinger, however, is likely to be avoided where the different 
sub-groups are not strictly homogeneous, but are partly co- 
o[ierant. and where, as occurs when some unskilled labourers 
aiv trained to trades, the group, which is not made more 
cajiable, is diminished in numliers by the indirect operation 
of the change that has occurKKi. Furthermore, these incidents 
within the broad group labour are, in any event, of sub- 
ordinate interest. So soon as it is shown that the absolute 
share of labour as a whole possesses, along with the aggregate 
dividend, the property of increasing with increases in the supply 
of labour, the only proposition that is of direct relevance to 
the present argument is established. 

§ 9. When the increase in the supply of labour comes about 
through an increase in the capacity of labouring people, it is 
obvious that the consequent incr^ise in the absolute shar<» of 
dividend accruing to them carries with it, in accordance with the 
O'rguraent of previous chapters, an increase in their economic 
'welfare. When, howev®, the increase of supply comes about 
through an increase in numbers, the absolute share ptr man 
is lessened, despite the fact that the absolute share of the group 
•s a whole is inezeasedL If there were reason to believe that 



668 


ECONOMICS OF WELFABE 


rr. IT 


the loss per man were large, we should hesitate to conclude 
that an increase of this sort in the supply of labour involves 
an increase in the economic welfare of labour. In fact, how- 
ever, it can be shown that, under the conditions now existing 
in this (Kiuntry, the loss per man would be very ^mall. That 
it would be very small in terms of commoditi^ in general 
follows from the fact already established, that th^ elasticity of 
the demand for labour in England is* large. If tl^ conditions 
were such that an increase in numbers would lead te a material 
increase in the price of food or other articles predominantly 
consumed by the working-classes, it might, indeed, be large 
in terms of the things that are of significance to them. 
At present, however, the fact that we are able to import 
food freely from abroad, makes it impossible that an increase 
in the population of a small country such as ours should, 
to any important extent, evoke the law of increasing supply 
price in respect of it. Hence, in all senses, the diininutiou 
of real wages per head of the working-classes would be very 
small* Consequently, it seems reasonable to conclude that 
an increase in the absolute share of labour, even when it 
results from an increase in the numbers of the population, 
will carry with it an increase in the economic welfare of 
working people. It is not necessary, therefore, to qualify 
our conclusion, that causes impinging upon the supply of 
labour affect the aggregate amount of the dividend and the 
aggregate real earnings of lalaiur in the same 8en.se, by empha- 
sising the caution that the welfare of laljour is sometimes 
diminished by causes that increase its wealth. 

§ 10. The results that have been reached in this chapt«‘r 
serve to rebut two popular opiniona The first of these 
has to do with hours of labour, and is to the effect that a 
gencaal shortening of the working day, became it will cut 
down the supply of labour, will enable workpeople as a whole 
to secure terms so much better than before that their 
aggregate real income must be increased. The truth i« that, 
in so far as a diminution in the hours of work leatls to 
a more than corresponding increase in capacity, Iwth the 
national dividend and the absolute share of labour will Iwnchi. 

* llsniuU, Primeijia JSimmiet, p. <73. 
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But, if the reduction of hours is pushed heyond this 
point, so that it injures the national dividend, the real 
income of labour must, in view of the elasticity of the 
demand for labour, necessarily be injured also. The second 
popular opinion is that the compulsory 'withdrawal from 
work of persons in receipt of State assistance would in- 
crease the aggregate real earnings of the poor, and, therefore, 
from the point of view 6f labour, ought to be encouraged. 
Two schemes were submitted to the Royal Commission on 
the Aged Poor, one of which contained, as a condition for the 
receipt of a pension, “ the abstention from all work of 
pensioners, male and female,” while the other would have 
awarded pensions to "every one over sixty, and prohibited 
work beyond that a^e.” ^ The defence proffered for those 
schemes was that, if pensioners did not abstain from work, 
independent workpeople would find their earnings diminished. 
From a long-period point of view, however, the interests of 
the poor should be identified, not with those of independent 
workpeople only, but with those of adl workpeople; for aU 
workpeople are liable to become dependent at some period of 
their lives. But it follows directly from what was said in 
the preceding section that, if the supply of labour is contracted, 
the aggregate earnings of independent and dependent work- 
people together will be diminished. Hence, so far as the 
present argument goes, it is inadvisable to adopt the policy 
embodied in these two pension schemes. It should be noted, 
however, that the cessation of work by pensioners can be 
defended firom a more special point of view. It may be held 
desirable that the qualification for a pension should be, not 
but declining strength. This cannot be tested directly, 
hut, if abstention from work were made a condition for 
>weiving, say, a lOs. pension, conformity to the condition 
'vould ensure that recipients were really incapable of earning 
much more than 10a regularly. Hence such an arrangement, 
though it would abolish work on the part of many persona 
below the 10a line, 'might, nevertheless, be desirable as a means 
preventing many other persons from obtaining pensions, 
“rid, in eonaeqnenoe <rf obtaining or expecting them, from 
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relaxing their efforts in industry. The pension policy pursued 
by certain friendly societies seems to he based on considera- 
tions of this order.^ Clearly, however, this argument is not 
relevant where the condition for the receipt of a pension is, 
not declining strength, but the attainment of sonje definite age. 

1 Boyd Conuntnion on (ho Aged Poor, Mwdoo of Bviden^ (Q. 10,880). 



CHAPTER rV 


INVENTIONS AND IMPROVEMENTS 

§ 1. We have thus seen that in existing conditions causes 
acting through the supply of capital in general and also causes 
acting through the supply of labour in general operate harmoni- 
ously. They either increase both the national dividend and the 
real earnings of labour, or they decrease both of them. A more 
complicated problem has to be faced when the initiating 
cause is an invention or improvement in processes or methods. 
All developments of this kind, since they enable something 
to be produced which was not being produced at all before, 
or enable something which was being produced before to be 
produced more easily, must increase the national dividend. 
Unless at the same time they indirectly alter distribution 
adversely to labour, they must also increase the real income 
which falls to labour. Hence, of any invention considered 
in the abstract, there is an initial presumption that its effects 
will be harmonious, in the sense that it will benefit labour as 
well as inm^aae the national dividend. But it is 
that a given invention may change the parts played by 
capital and labour in production in sudi a way as to make 
laWur lees valuable relatively to capital than it was before; 
and, if this happens, the absolute share received by labour 
be diminished. Our problem is to determine in what, if 
any, conditions this result will come about. It is interesting 
to observe that exactly the same analysis is appropriate 
when the initiating cause is, not an invention in the ordinary 
souse, but a development which enables a country to obtain 
some commodity more cheaply than before by making some- 
<>bing else with which to purchase it from ebewhere, instead 

«71 
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of making the commodity itmlf. Here too more of what 
people want is made available ; and here too the proportion- 
ate parts played by labour and capital in production may be 
changed. 

§ 2. The popular solution of our problem ia very simple. 
It is thought that workpeople will be injured if 4m invention 
causes less labour to be employed in the industry to which it 
refers, and benefited if it causra mcAre labour to be employed 
there. Such a view leads at once to optimism. Mr. Hobson 
has, indeed, shown that inventions do not always cause more 
labour to be employed in the industry where they are 
introduced : “The introduction of spinning and weaving 
machinery into Lancashire and Yorkshire afforded a con- 
siderable inmease of employment, and a number of suc- 
cessive inventions and improvements during the second 
and third quarters of the last century had a similar 
result, but later increments of machinery have not been 
attended by similar results; on the contrary, there has 
been a dechae in the number of persons employed in some 
of the staple textile processes. The introduction of type- 
setting machines into printing works has been followed by 
a large increase of employment ; the introduction of clicking 
machinery into the shoe trade has been followed by a net 
reduction of employment.*’ ' A broader illustration of a 
diminution of employment in a particular sphere, in con- 
sequence of an invention in that sphere, may be found in 
agriculture : for it ia well known that agricultural machines 
have displaced a subetantial number of agricultural labotirers. 

occasional failure of this kind is fully admitted by all 
Still, in the main, inventions are believed by those who have 
studied the matter to increase, and not to diminish, employ- 
ment at the point at which they act. Thus M. levaswur 
writes : “ The common opinion ia that ' the machine drives 
out the workman ’ and robs a part of the working- cl**^ 
of work. It ia certainly true that a shop furnished with 
powerful machinery yields in a given time a greater product, 
with the help of a mnoh smaller number of employees, than a 
•bop where the same ^wda are made by hand. It is thu 
* HobMB, ru JMmtritt p. SSI. 



OH. IT INVENTIONS AND IMPBOVEMENTS 673 

that one perceives in the first instanca What one only 
perceives later, by dint of study, is that the goods made 
economically by machinery, being sold, in general, at a 
lower price, often find such a number of new purchasers 
that the increased production, thus made necessary, provides 
employment for a greater number of workpeople than were 
employed before the machinery was introduced.”^ Again, 
the Poor Law Commisslbners are gratified to find among 
manufacturers a remarkable consensus of opinion concerning 
the effects of improvements in machinery. They believe that 
such improvements “ do temporarily reduce the demand for 
labour within the department where such changes occur; 
that the displacement does not, as a rule, reduce the labour 
employed in each producing unit, the workers dispensed with 
being readily absorbed within the same business — particularly 
in shipbuilding, where changes are slowly introduced and 
affiwjt only a few men at a time — and that the final result 
is that more labour is required instead of less." * Now, I 
am not concerned to deny the empirical part of these con- 
clusions. I do not dispute the Poor Law Commissioners’ 
as.sertion that the conditions necessary to secure that increased 
employment in any sphere will ultimately result from an 
invention in that sphere are, as a matter of practice, usually 
fulfilled. I do dispute, however, the very widespread opinion 
that these facts sire directly relevant to the question whether 
inventions and improvements are beneficial allies or injurious 
foes to the fortunes of labour, and so of the poor as a whole. 
To elucidate that issue a different and more far-reaching 
analysis is necessary. 

§ 3. Every invention or improvement either facilitates 
the manufacture of some commodity or srarvice that is already 
being produced, or makes possible the manufacture of some 
new commodity or service. It b certain, therefore, to lead 

tn a cheapening and an increased consumption of the 
commodity affected by it With the differently made and 
enlarged output, a different amount of labour, and also a 
different amount of capital (or waiting), will be employed 
^ the industry and in the subsidiary industries engaged 
* Stiitanat. H p. 421. • P- 
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m making machineiy for it. Let us suppose that work 
people purchase absolutely none of the product which "the 
invention hus cheapened. Then the effect of the invention 
upon their real income depends upon its effect on the 
marginal net product of things for which labour is responsible 
in other industries ; for, when equilibrium is established, 
it will get. in the industry where the inventic^ has taken 
place, the same real wage as it get# in these industries. For 
the present purpose we may reasonably leave out of account 
fiftctors of production other than labour and capital. It 
will then follow that, if, as a result of the invention, 
the quantity of labour in industries other than the im- 
proved industry and its subsidiaries is diminished in a larger 
ratio, or increased in a smaller ratio, than the quantity 
of capital, the marginal net product of labour in terms of 
the things workpeople buy — and, therefore, the aggregate real 
income of workpeople — must be increased. In the converse 
event this aggregate real income must be diminished. If 
the two ratios of change are equal, it must be left unaltered. 
Inventions which have these several effw.ts 1 shall call, re- 
spectively, capitjtl-saving inventions, labour-saving inventions 
and neutral inventions. It will, of course, be oliserved that 
this use of terms is different from the common use, according 
to which every invention that enables a given amount of 
product to be got with the help of less lalxiur is labour-saving. 

§ 4. It is easy to apply this analysis to practice, provided 
we have to do with an industry in which (and also in its 
subsidiaries) the proportion of the country's total lalwmr 
employed is equal to the proportion of its total capital. In 
this class of industry anything which changes in one direction 
the ratio between the laljour and capital employed there must 
change in the opposite direction the ratio outside. Hence, on 
my definition, an invention or improvement which reduces the 
ratio of capital to labour in the industry where it applies will 
be capital-saving, one which increases it, labour-saving, and one 
which leaves it unr^anged, neutral In these conditions, there- 
fore, we are able with fair con6denoe to distinguish in the con- 
crete the several classes of inventions. Thus, assuming fhe 
above conditions to prevail, the introduction of two-shift or three- 
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jhift systems, making possible the more continuous working 
jf machinery, must be a capital-saving invention. For, if, 
instead of only 12 horns being worked in each 24-hour period, 
the whole 24 hours are worked, a staff of 100 men, 60 work- 
ing by day and 50 by night, will only require half as much 
machinery to produce a given output as they would need if 
tlie whole 100 worked by day only. Of course, the machinery 
will wear out more quickly when it is worked for a longer 
time per day. But for many kinds of machinery the working 
life is. — on account of obsolescence — much shorter than the 
physical life. Consequently, though the substitution of two 
twelve-hour shifts for one twelve-hour shift would not reduce 
the capital required for a given scale of production by as 
much as a half, it would, in general, reduce it a good deal. In 
whatever way, therefore, the alwolute quantity of output is 
changed, the ratio of capital to labour employed must be 
diminished. The same result holds good of developments that 
enable the manufacturers, wholesalers or retailors, who deal 
in any commodity, to conduct their business equally efficiently 
with a smaller amount of capital locked up in the form of 
slocks. For, here again, whatever hapjiens to absolute amounts, 
the ratio of capital to labour employed must be diminished. 
This point is of some imjwrtance in view of the economy in 
the matter of stock-holding, which, as will be shown in 
Appendix I., modern improvements in communication have 
made practicable. Among developments more ordinarily 
Qiiiued inventions, we might, still assuming the industries to 
which they apply to have previously employed capital and 
labour in normal proiwrtions, count as capital-saving such 
diitigs as Marconi’s invention of wireless tel^raphy, by which 
the need for cables is removed. Probably, however, the 
“lajority of inventions in the narrower sense would have 
be reckoned as “ labour-saving,” because, as Dr. Cassell has 
ol«ervod, “ almost all the efforts of inventors are directed 
•awards finding durable instruments to do work which has 
1‘itberto Iteen done by hand."’ These results, it must be 
remembered, are not necessarily valid, unle-ss, before the inven- 
hi>u, the industry (and its subsidiaries), in which the invention is 

* UtOun md Ntemity ttf p. 113. 
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made, was employing labour and capital in the same proportion 
as the general average of aU industries. If it was employing 
an abnormally large proportion of labour or of capital, an 
invention, which changed the ratio in it in a-ny Erection, 
might change the ratio in other industries in | the same, and 
not in the opposite, direction. Suppose, for ej^mple, that in 
a particular industry 3000 units of labour ana 1000 units 
of capital are being employed, aild in the res? of industry 
one million units of each. In consequence of an i invention in 
this particular industry only 2000 units of labour ahd 500 units 
of capital come to be needed there. The ratio of labour to 
capital there is, therefore, increased from 3 to 1 to 4 to I . 
At the same time in the rest of industry it is increased from 
1 to 1 to 1,001,000 to 1,000,500. It is thus evident that a 
knowledge of the effect on the ratio in the improved industry 
would not by itself enable us to determine whether the inven- 
tion is labour-saving or capital-saving or neutral. But, plainly, 
we have no ground for supposing that labour-saving inventions 
in my sense are impossible. If they take place in the condi- 
tions contemplated up to this point of our analysis, disbarinoiiy 
must result. The national dividend will be increased, but tlie 
real earnings of labour wiU be lessened. 

§ 5. The conditions so far contemplated are not, however, 
in conformity with the facts. It has been assumed that 
workpeople pmchase absolutely none of the commodity or 
service which the invention or improvement has cheapened. 
Obviously this assumption is highly unfavourable to the 
prospect of their obtaining an increased real income. When 
conditions are such that, evem on this assumption, they would 
gain, in so far as in fact they do purchase the commodity 
they will gain still more ; and, when conditions are sucli 
that, on this assumption, they would lose, nevertheless in real 
life they may gain. In short, the more important is the 
part played by the commodity to which the invention refers 
in the consumption of poor people, the more likely it is that 
the net effect of the invention will be advantageous to them- 

In the light of this r^lt it is a very significant fa<t 
that the things principally purchased by the working-classi*® 
are relatively mrude things, which can be readily made on « 
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large scale by machinery, while the things principally pur- 
jhased by the well-to-do are of higher quality, and, therefore, 
involve a larger use of human labour. Marshall writes: 

‘ Probably about twice as much horse-power is used in 
providing for each pound's worth of expenditure on com- 
modities by the poor as by the rich.” But it is just in 
things of this kind that the readiest opportunities are found 
for mechanical inventions* and improvements, and in which, 
as a matter of fact, these are most extensively made. No 
doubt, the consumption of the poor embraces a much larger 
proportion of house-room and food than the consumption of 
the rich, and both building labour and agricultural labour are 
relatively little aided by those mechanical instruments, in 
respect of which technical improvements and devices of 
organisation have the widest scope. This qualification is 
especially applicable to the very poor. " The fall of prices 
does not benefit the various grades of wage-earners in direct 
ratio to their wages. Kent and cerUiin other necessary 
elements of expenditure, such as fuel, which have risen in 
amount for the large majority of workers, play a relatively 
larger part in the budget of the lower grades of workers, 
■educing to that extent their gain from the general fall of 
uioes. The poorest classes, whose retail purchases are made 
u very small quantities, also gain least from the lower prices 
)f other commodities than housing and fuel."^ But these 
jualifications leave the main result untouched. On the whole, 
llie poor spend a larger proportion of their income than other 
classes on things the manufacture of which specially lends 
itself to inventions. Thus Leroy-Beaulieu notes ; " The man of 
lashion, who is fitted for his clothes by a tailor, gains nothing 
from the great reduction of prices which shops selling clothes 
ready-made ofler to the less comfortable section of the popula- 
tion.”* He contrasts with these things “all those objects, 
"liich the of the people have hitherto dojie wdthout, but 
"^^liieh have now come into general use, and which contribute 
either to better hygiene or to increased decency and dignity 
^ the homes of the workpeople. Stockings, handkerchiefs, 

* R^pmi Rcfyal Ctmmimcn m the Poor Lam, p. SOS. 

• La P^rtUion des rieheuee, p. 87. 
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more yaried and more suitable garments, curtains for the 
windows, carpets on the floors, a less exiguous array of 
furniture, these things constitute democratic luxury, the fruit 
of the development of mankind’s powers of i production." ’ 
Nor is this all It has to be added, as Marshall has strongly 
urged, that the staple articles of food mainly consumed 
by the poor are, so far as this country is concerned, largely 
brought from abroad, and that one ot the most marked features 
of recent times has been the development of improverneuts 
in the machinery of transport, and the consequent heavy fall 
in transport charges. To this may be added the important 
improvement in the machinery for retailing goods to poor 
persons, which has been realised by co-operative stores, and tlie 
consequent heavy fall in the cost of the service of retailing. 

Of course the historical fact that recent inventions have 
largely affected commodities, which enter directly or indirectly 
into the consumption of the working-< la8.ses. is not a proof 
that further inventions will l)e predominantly of a like kind. 
It is, however, open to os to urge that this historicjil fuel is 
conformable to a priori expectation, iHxause, not only are tlif 
openings for profit, and, therefore, the stimulus to invention, 
exceptionally great among " maas-goods ” of wide con.suniption, 
but also, as Marshall has pointed out, and as the history 
of the motor tar, culminating in the petrol-driven lorry and 
motor omnibus, illustrates, even those improvements, which were 
originally designed exclusively for the luxuries of the rich, 
are apt soon to spread themselves to the comforts ‘ of other 
classes.* These considerations lead to the conclusion that it 
is less likely than tl«e argument of the preceding .section 
alone would suggest that any given invention will injure the 
real income of labour. 

§ 6. Yet another qualiflcatiou must be added to the 
analysis of §§3-4, That analysis tacitly assumed that tlie 
invention, whose consequences were examined, had no effect 
on the quantity of new waiting, or capital, which |>eople are 
prepared annually to create. This assumption, however, is 
not warranted. Certain sorts of invention, by giving » 

* La lUpartUim dm rtehmmi, p. 440. 

* 0£ Priae^tm (fMammiOt F* 
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field for “ spending,” may cause rich people to save less and 
BO to provide less new capital to help labour in production. 
The invention of luxurious motor cars for private travel, by 
inducing people to spend more of their income on petrol, 
chauffeurs’ wages and so on,‘ has probably had this effect, and 
the impending invention of comfortable private air cars prob- 
ably will have it. Nor is the effect necessarily confined to 
inventions which create opportunities for new forms of con- 
sumption. It may also follow from those that cheapen 
consumption goods which are already known, provided that 
they are of highly elastic demand. People who could have 
aived and created capital may be tempted to 8i)end instead. 
On the other hand, inventions that cheapen things for which 
tho demand is highly inelastic, by enabling people to get what 
tliey want at less cost, will leave them a greater margin out 
of which to make savings, and so will indirectly increase the 
animal creation of new capital. Whether the tendency thus 
set up by inventions is towards a decrease or towards an 
increase in the annual addition that is made to capital, it is 
I'unmlative, in the sense that in each successive year that 
year's check to the flow of new capital is added to the total 
check imposed on the stack of all capital. For this reason it 
is more important than it might be thought to be at first 
sight. When the indirect effect of an invention is to diminish 
sivvings, it may injure labour even though it is capital-saving ; 
and, when the indirect effect is to increase savings, it may 
benefit lalmur even though it is both lalwur-saving and also 
concerned with some product which does not enter at all into 
workpeople’s consumption. There is reason to believe that 
hitherto the general body of inventions has had the effect 
of increasing, and not of diminishing, the opportunity and 
the will to accumulate new capital 

§ 7. From these various considerations it is plain that 
W) rigid and exact conclusions can lie drawn. The general 
iniprcssion creati^d by our study is that, though inventions 

' This aUtomeot m not inoomj«Uble with the facts (1) that the reaoureea 
«evous<l to making tha motor car itself are turned into "capital” uaw, and 

that the axlatettoa of a pritiata motor car of given value inav tend to push up 
"'sgea (by drawing )M 0 {>la into aervioa with it away from other employment) 
** u tha exiatenoa of a madiine employed is induetry. 
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and impiDvements injnrions to the real income of the 
worMng-oIasses may oconr, they will not oocnr often. The 
great majority of inventions and improvements will increase 
the real income of labour as well as the aggr^ate national 
dividend- Disharmony, as a result of invention^, is a possible, 
but a decidedly improbable, contingency. Nbbody would 
seriously propose to interfere with, or to obstruojb, inventions 
in order to provide a safeguard against it. \ 



CHAPTER V 


THE MANIPULATION OF WAGES 

§ 1. In the latter portion of Part III. I examined at length 
the conditions under which an enforced increase in the 
wages rate paid in a particular occu])ation or place would 
injure the national dividend. We have now to consider the 
effect that will be produced on the real income of workpeople, 
and so of the poor, as a whola For simplicity we may take 
for examination — no difference is made in the substance of 
the argument — the state of things contemplated in Part III. 
(.Iiapter XVII. §§ 8*9. The wage rate was there supposed to 
be forced up in an occupation where it had formerly been 
both “ fair ” relatively to other industries and equal to the 
value of the marginal net product of the work for which it 
was paid. It was assumed that no difference was made 
either to employers' technique or to the capacity of the work- 
fH!ople to whom the increased wage was given : and, on this 
assumption, it was proved that the national dividend mmt be 
diminished. In what, if any, conditions will the real income 
of labour as a whole, nevertheless, be increased ? 

§ 2. The first step towards answering this question is 
to determine in what circumstances the enforcement of an 
'ineconomically high wage — that is a convenient term for 
a wage that damages the dividend — w'ill increase the real 
warnings of the particular group of workpeople in whose 
^Wlf it is won. It should be noticed in passing that an 
'leeconomic enhanoement of the wige rate in any occupation 
^'ay take the fonn either of a special enhancement of the rate 
par unit of labour paid to inferior workpeople— such work- 
people maybe given the same time-wages as competent workers— 

SSI 
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or of a general enhancement of the rate per unit of capacity 
paid to all workpeople. It is evident that an uneconomic- 
enhancement of the former kind muet either throw all the 
inferior workpeople out of work altogether, or must diminish 
the aggregate quantity of labour employed toj exactly the 
same extent as an equal enhancement in the rate per unit of 
capacity paid to all the workpeople in the occupauon. Hencc- 
it is bound to have a less favourable effect on tie aggregate 
earnings of the whole group of workpeople concerned than the 
latter kind of enhancement In what follows, therefore, it 
will be sufficient to consider that type of uneconomically higli 
rate which affects equally the wages per unit of capacity paid 
to all workpeople in an occupation. To determine in tlu^ 
abstract the conditions in which the establishment of this 
type of uneconomically high wage will increase the real earn- 
ings of this group of work|jeople is perfectly simple. It will 
increjise them if the demand for the laltour of the group has 
an elasticity less than unity, and it will diminisli them if the 
elasticity is greater than unity. This result — on the a.ssuiu])- 
tion, of course, that the workpeople concerned are not them- 
selves purchastjrs to any apprecialdc extent of the commodity 
they produce — is an obvious arithmetical truism, following 
at once from the definition of elasticity. To fill it out in tin 
concrete, to investigate, that is to say, the conditions that 
determine whether the demand for the serv ices of any assigned 
group of worki)eople is likely to have a high elasticity or a 
low one, is the task we have now to essay. 

§ 3. In the fifth section of Part IL Chapter XIV., an 
analysis was given of the determinants of elasticity witli 
reference to the demands for different classes of comiiMwlitic'^ 
This analysis is applicable to the demands for different cla.sse!^ 
of labour also. In that application it may be set out as follows. 

First, we have the general fact that the demand ior 
anything is likely to be more elastic, the more readily sub- 
stitutes for that thing t^n be obteined. This fact haw an 
important bearing on the relation between labour am 
machinery ; for, in some industries, a very small addition to 
the cost of working a process by hand would induce emplny*^t» 
to adopt mechauical appliances. Aves, for example. 
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the statement of an ex -inspectress that, in the Victorian 
clothing trade, where minimum wage determinations have 
unintentionally discriminated against home work, employment 
was transferred to factories using machinery, and “ practically 
all outside work was stopped.” ^ In like manner, the tanners 
of Victoria, commenting on the effects of the Wages Board in 
their industry, state ; “ Labour-saving machinery is forced into 
use, so much so that the tannery trade has been practically 
revolutionised since the Wages Board system was applied to 
tlie trade.” * In circumstances of this kind the high elasticity 
of demand for labour is, in effect, due to the fact that there is 
a readily available and closely competing substitute for its 
services in the rival factor capital, or, more strictly, other 
labour accompanied by a greater amount of waiting. Since 
it is easier to introduce this substitute after an interval than 
immediately, elasticity in demand due to this cause is greater 
from the standpoint of a long period than of a short period. 

Secondly, we have the general fact that the demand for 
inything is likely to be less elastic, the less important is the 
.Kirt played by the cost of that thing in the total cost of some 
)ther thing, in the production of which it is employed. This 
^nmeral fact enables us to point out certain occupations in 
which the demand for a particular class of labour is likely to 
be especially inelastic. One ot these is the occupation of 
women in sewing on the covers of racquet and fives balls.® 
Another is that of making trouser-buttons. Lord Askwith 
writes ; “ The rich man's trousers may be cut by an expensive 


' RtpoH <m Wagen Boards, p. 197. This •‘determination" fixed both an 
hf'ur rate and* piece-work rate, oorapelUng the latter to be |iaid to outi»oriK^ 
Tlie intention wae that the two should be equivalent, but employers in 
louml the hour, or wagas, rate much the cheaper. The ex-iusjwctress addM : 
" When the wages rat* «id the piece-work rate were nearly the same, as in tne 
skirt and underoiothing trade, the trouble did not occur, and, after ten y*^ 
''wking of the determinatioB, thwie trades count many outworKcr* . 

ftn out- wid iitt in- worker is affectod by the fact that, w 
employing outworkers, the smployer escapee charges 7£"r 

firing, and eo forth. •* The saving* upn factory rent, upkeep, aud 
ence appear to be largw factors In the cheapnew of home work ^n Uie 
of wagM" Mtikm ^ ow CMJm, p. 44). U also 

I' indmria ihmmtiea mlariata (pp. 4S2-8). On the 

wonomies of sttperlntwidMioe and, someiames, of power are to be ohtainea in 
feelory work. 

’ Apert 'm Waga Smnk, p. 17 ». Of. anU, Part III. Chapter XIV. I »• 
Of. LytUeton^ Arefow, February 1909. 
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tailor. The buttons on those trousers may be made by sweated 
industry. High payment for those buttons would be but a 
minute part of the cost of the whole article.” ^ The engineer- 
ing work done by engineers engaged by building firms, since 
these persons are employed only incidentally and as a trivial 
part of the total producing force, is in a similar position. In 
like manner, the part played by the original labour is small 
in commodities for which the additioif to wholesale\price made 
by the work of the retailer is laige. ” For exampli^, when we 
find that the maker of a lady’s costume is paid lOd. or Is., 
while the article is sold for 258. to 3 Os., it is obvious that 
the wage paid is so small in relation to the retail price that, 
even were the wage doubled, it need necessarily affect the 
price but little, if at all.”* This condition, that the part 
played by labour in a particular act of production shall be 
small, is probably fulfilled fairly often, and it is likely to 
be fulfilled still more often as the relative importance of 
installations of plant and machinery in production increases. 
One writer has even suggested that “ the labour cost of pro- 
duction in most industries is usually not sufficient nnik^rially 
to affect the price of the finished article.” It should be 
noticed, however, that, in the important work of coal pro- 
duction, hewers’ labour constitutes a very large part of the 
total cost, and the condition stipulated for is, therefore, not 
fulfilled. 

Thirdly, we have the general fact that the demand for 
anything is likely to be more elastic, the more elastic is the 
supply of oo-operant agents of production. This fact makes 
it evident that the demand -for labour will be specially 
inelastic in industries which make use of raw materials of 
highly inelastic supply. Apart from raw materials, the 
principal co-operant agents working with labour in any 
industry are capital instruments, managing ability and other 
labour. From the standpoint of a long period the supply of 
these to any single industry is, beyond doubt, exceedingly 
elastic. But, from the standpoint of a short period or a 
period of moderate length, it is likely to be inelastic; far 

I ForimgkUy JUvim, August 1908, p. 226. 

* Osdbory sad Shi^, Swmtkty, p. 124. 
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specialised machinery and managing skill, and even other 
labour, can neither be created or brought from elsewhere, 
nor yet destroyed or carried off elsewhere, in the twinkling 
of an eye. Here again, therefore, the forces making for 
elasticity of demand are stronger from the standpoint of a 
long period than of a short period. It should be added that 
in some industries, notably coal-mining, Nature herself acts 
as a very important 4o-operant factor of production. In 
times of expanded demand new men have to be set to work 
on seams much more difficult and less productive than those 
ordinarily worked.* This means, from a short-period point 
of view, a highly inelastic demand for labour. 

Fourthly, we have the general fact that the demand for 
anything is likely to be more elastic, the more elastic is the 
demand for any further thing which it contributes to produce. 
This fact implies that the demand will be specially inelastic 
for the services of workpeople engaged in the manufacture 
of commodities of highly inelastic demand. When the 
elasticity of the public demand for any commodity is given, 
it is obvious that, from a short-period point of view, the 
elasticity of the demand for new production of it will be 
greater or less, according as the thing can or cannot be readily 
made for stock. Apart from this, the circumstances upon 
which the elasticity of demand for various classes of com- 
modities depends were discussed in the fourteenth chapter of 
Part II. The most signihcant of them for our present purpose 
is the presence or absence of foreign competition. Thus a critic 
^“•omments on some of the effects of New Zealand wage regulation: 
" In some trades employers have not been able to cope with the 
extra cost of production owing to competition with the imported 
article. They have, therefore, had to give up the producing 
part of their business and increase their iraportationa In 
tiie tanning and fellmongering business some serious residts 
have followed the fixing of a minimum wage. I will mention 
two iustan[<Mj8. Some years ago a firm in the district of 
Lunedin closed down its works and removed its plant to 
Australia, largely owing to the conditions imposed by the 
Arbitration Court. A member of a Christchurch firm has 

« Ofc H<Mk«r, S^at'itlieal Journal, 18»4, p. *»• 
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informed me that, since the Court’s award in the Canterbury 
district was made about six years ago, a much lai^er propor- 
tion of sheepskins have been shipped to London, without being 
bandied by the local fellmonger, than was formeriy the case. 
Hides, which should have been tanned here, have lieen shipped 
raw. Prior to the award, my informant's firing paid from 
£10,000 to £15,000 in wages; now the wages sheet amounts 
to only about £5000. The number ef bales of wool scoured 
annually by the same firm since the award came into force 
has not been more than 2000 ; formerly the number was 
from 6000 to 8000.”* In connection, however, with this 
matter of foreign competition a word of caution is necessary. 
Let us imagine that there are a dozen industries in this 
country, all of about the same size and all subject in about 
equal measure to foreign competition in the home market. 
Looking at any one of these industries singly, we conclude, 
perhaps, that the elasticity of demand for its product is such 
that an increase of 1 0 per cent in the c<ist of making it in this 
country would stimulate importation and reduce the demand 
for the home-product by 50 per cent. It is natural to infer 
that a 10 per cent increase in costs in all twelve industries 
together would reduce the demand for the home-product in 
all of them by 50 per cent. This, however, is not so. 
Foreign imports collectively constitute the foreign demand for 
British exports. When, therefoie, for any reason it becomes 
advantageous to increase the sendings of one kind of import, 
other kinds of import will tend to full oil', the adjustment 
being brought about through — but not hy — a change in price 
levek Thus, when an extra flow of imports, stimulated by 
increased home-costs, helps to bring about a contraction in 
the demand for the home -product in one industry, the 
contraction will be, in part, cancelled by an expansion, made 
possible by lessened imports, in other industries. In other 
words, the demand for the whole body of British products 
subject to foreign competition is less elastic than the demand 
for a single representative item among these products. 
follows that, other things being equal, the workjtoople 
immediately affected are more likely to be benefited by inter* 

‘ BroadikMd, SbU$ JUftdalum «f Luintr ei> Ntw JMmd, p. 218* 
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ference to raise their wages if the interference is extended to 
several industries subject to foreign competition than they 
would be if it were confined to one. 

§ 4. With these results in mind we may proceed to 
the next stage in our inquiry, and ask in what conditions 
the establishment at one point of an uneconomically high 
wage, which raises the real earnings of the workpeople there, 
will also raise the real ‘earnings of workpeople as a whole. 
Let us still suppose that the commodity, to the makers of 
which an uneconomically high wage has been assigned, is 
exclusively consumed by persons other than workpeople. It 
may be noted, in passing, that, when a factor making for 
inelasticity in the demand for the services of the particular 
group of workpeople in whom we are interested is inelasticity 
of supply and, therefore, “ squeezability ” in some co-operant 
group, a jjart of the gain to the first group will be offset by 
loss to the second. For the purpose of a general analysis, 
however, we may neglect this rather special point. 

If the elasticity of demand for labour in the occupation 
where the wa{^ rate has been raised is less than unity, the 
aggregate earnings of labour as a whole, and not merely the 
earnings in that occupation, will be increased, provided that 
either the casual method or the privileged class method of engag- 
ing labour, as described in Chapter XIII. of Part III., pre- 
vails in that occupation. Under the casual method workpeople 
will be attracted into the occupation from outside until the 
prospect of earnings per man inside and outside are brought 
to equality ; and, since the number of workpeople left outside 
is diminished by this drain, the wage rate there will be raised. 
Tliis proves that aggregate earnings inside and outside to- 
gether must be raiwjd. Under the privileged class method of 
engagement no one will be attracted from outside and no one 
will driven out Hence earnings outside will be unchanged. 
Since, therefore, earnings inside are, ex hypothesi, increased, 
Jt again follows that earnings as a whole are increased. If 
the preference method of engagement prevails, conditions 
are conceivable in which earnings as a whole would not be 
hicreased. For some persons must be driven out of the 
industry where the wage is raised, and, though those left 
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there will be getting more than they were getting before, the 
inflaa of labour into other industries might, if the demand in 
these industries had an elasticity less than unity, so lower earnings 
outside as to outweigh the gain inside. Since, however, as was 
shown in Chapter III., the demand for labour ih industry in 
general is highly elastic, the conditions necessary to this result 
are not fulfilled. In real life, therefore, the earnings of labour 
as a whole must be increased whenever an uneconcnnically high 
wage is enforced in a selected occupation, provided that the 
elasticity of the demand for labour there is less than imity. 

If the elasticity of demand in the occupation where tlie 
wage rate is raised is greater than unity, analogous reasouing 
shows that earnings as a whole cannot lie increased, provided 
that either the casual or the privileged class method of engage- 
ment prevails in the occupation. For some workpeople will 
be driven out of the occupation, and a new equilibrium will be 
established, wdth an expectation of earnings for every one equal 
to the earnings in other occupations ; and these will have beeu 
made lower than before by an infiux of new workers. If, 
however, the preference method prevails, earnings as a whole 
may lie increased even though the elasticity of demand ie 
greater than unity. Those who are left in the industry 
where the wage is raised will be getting more than they were 
getting before; and, though everybody else will be getting 
lees than before, yet, if the demand for labour in other 
industries is sufliciently elastic, their loss need not be so great 
as the others’ gain. 

§ 5. It is now time to remove the assumption set out in § 2, 
the commodity produced by the group of workpeople, 
whose wage is being interfered with, is exclusively consumed 
by persons other than workpeople. On the strength of that 
assumption we have been able, up to this point, to ignore the 
distinction between effects <m money earnings and effects od 
real earnings. Where the assumption is unwarranted we are 
not justified in doing this. An increase of money earnings 
may be associated with a decrease of real earnings, and may, 
therefore, be delusive. If the oommodities produced by ta® 
ikvoured workers are commmed hf nobody except member 
of tfao working^dasses, it muH be delnsivo, fmr ^ 
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to involve a more than equivalent loss to workpeople 
(those inside the privileged industry and those outside it 
together) in their capacity as consumers. If the consumers 
consist partly of workpeople and partly of others, it is not 
possible to say absolutely whether the workpeople’s gain as 
producers or loss as consumers will be greater. All we 
can lay down is that, the more important the part of the 
consumption for which iiou-wage-earners are responsible, the 
more likely it is that the establishment of an uneconumictilly 
high wage rate will succeed in bringing about an increase 
in the real income of workijeople as a whole. When, there- 
fore, the main part of the product of any group of workers 
is consumed by other workers, though the establishment of 
an uneconomically liigh wage rate may enhance the aggregate 
real income of the favoured workens, it is not probable that 
it w'ill enhance that of all workers collectively. This point 
is important, because, in real life, it is rich people who make, 
or otherwise provide, a great part of the luxuries of the rich, 
while poor wage-earners make things for other wage-earnera 
Thus, Mrs. Bosanquet writes: “Nothing strikes one more 
forcibly in studying the position of the lowest-paid workers 
than that they are almost always engaged in producing goods 
for the consumption of their own cUiss. . . . Badly paid 
tailors are making cheap clothing that no rich man would 
look at; badly paid servants are rendering services that 
would not be tolerated by any one of refinement and culture ; 
wliile the real requisites of refinement and culture, if by 
Aese we mean such things as art, music, and literature, are 
produced by professional people.” ^ Again : “ The grecU 
majority of toage-earne^re are e-agaged in producing for ike 
benefit of other <mige-earner$, and have no direct connection 
with the non-wage-earniug classes. The majority of builders 
»re building houses for wage-earners ; the very large majority 
in the clothing trades are making clothing for the wage- 
earners; the majority of food-preparers are preparing food 
for the wage-earners. More especially of the sweated trades 
>8 it literally tone, almost without exception, that they are 
Working for iAn wage-earners alcme, and that a rise in the 

8 BoMitqmt, f)W SUfmgtk cf the p. 71* 
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price of their products would be paid by the wage-earners 
alone. How would it be possible that the propertied claases 
should pay any share in the increased price of rtjady-made 
suits, or cheap blouses, or shoddy boots and sho^s, or Pink’s 
jams ? The burden must fall on the consumers of these articles, 
and they are the wage-earners.”^ Mrs. Bosahquet would 
not, of course, pretend that there are no rich m^’s luxuries, 
towards which poor men’s labour ftontributes an important 
part It would seem, however, that not much of the labour 
of poor persons in the United Kingdom is devoted to the 
supply of luxuries of this sort.® It foUows that the estab- 
lishment of an uneconomically high wage rate for a par- 
ticular group of work|jeople is much less likely to involve 
a real increase in the earnings of work]>eople as a whole than 
it appears to l)e when the distinction Ijetween money earuitigs 
and real eamiiigs is ignored.® So far, however, the jKJSsibility 
that it may involve this remains. 

§ 6. But against the realisation of this possibility there 
is at work a corrective tendency. If the real earnings of 
labour in the aggregate are increased by the inanipulatiitn of 
wages in any industry, a smaller jwrtion of the productive 
power of the community is left available tc> provide payiatuil 
for the services of ca[>ital. Had there been no alteration in 
the constitution of the national dividend, this would have 
meant a fall in the real rate of interest offered to new capital. 
The change in the constitution of the dividend, consisting, sus 
it does, in a shifting of production away from its natural 
channels, cannot prevent this fall from coming about. It 
would seem, therefore, that manipulation of wage rates aiimot 
benefit labour in the aggregate without causing the reward 
offered to savings to be diminished. Now, it is no doubt true 

* The Strmgth of Ou People^ pp. 204-5* 

* For examplei of thliip made by sweated wotkera and 
otbera than wage-eamem, cf* Cadbury and Shann^ Swmtiiig, p. 1^5. 

* Tlie reason why thk conflict luetwem the iiitfjreaU of a particular » 

and thone 6f wage earnem aa a whole, when the particular 
enaeavoura to force up ite rate of wagea above the normal, genera 

feoegniaed may well m Mr. H. D. Henderaou euggeatet that most 
moremefite are aaeociated with trade <^clee. In coii»e(|iienoe of thia, the 
ratii of different group* generally more np and down together^ and, 

10 the caenal observer, there appear* to b* a greater harmony of interest 
diere really i* and Dmmd^ p. 157V 
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th&t B, full in tli6 ruul xutiu of intorost will not cuuse ovory* 
body’s savings to be diminished. The savings of those people, 
whose object it is to leave a definite sum to their children at 
death, will actually be increased ; and the savings of the very 
rich, who merely put by what is left over after their accustomed 
standard of life has been satisfied, will not be afifected at all 
There can be little doubt, however, that, on the whole, a fall 
in the rate of interest will diminish savings to some extent, 
and, of course, a diminution of savings carries with it a 
ditnimition in the rate at which new capital equipment is 
irovided. In this way an indirect influence is set in play 
ending to make the remuneration of labour in future 
rears decrease. Here, plainly, is a tendency adverse to 
iisharmony. Furthermore, this tendency is quantitatively 
inportant. For suppose a policy to be adopted, which, while 
ncreasing the real income of labour at the moment, causes the 
supply of new capital each year to be one per cent less, not 
necessarily than it was before, but than it would have been apart 
from the policy. In any one year the loss to the aggregate 
stock of capitJil equipment in the country will be small. But the 
annual losses are cumulative. After, say, ten years, the capital 
stock that is available to assist labour in its activities may be 
considerably smaller than it vrould otherwise have been.* 
Moreover, the reduction of this stock is figgravated by the fact that 
it must itself cause a reduction in the national dividend ; that, 
therefore, the transference to labour of any given annual sum 
must throw a continually increasing burden on profits; that, 
dt. refore, the diminution (or check to the growth) of the national 
dividend must be greater in the second year than in the first, 
greater in the third year than in the second, and so on; 
snd that, tlierefore, the rate of fall in the capital stock must 
^ progressively accelerated. As this stock falls in amount 
helow what it would otherwise have been, the annual earnings 
of labour also fall continuously. In the end it would seem 
fhat, as against any policy, which, in the first instance, benefits 
lal)our at the expense of injuring the national dividend, this 
^‘ttiaulative tendency is bound to prevail, and that, there- 
fore, from the standpoint of a sufficiently long period, any 
* Ot Msnhsll. Jbemmia ^ Jndiutrv, pp. 873-8. 
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du^bannonj that may have been set up must disappear. 
Since, however, relatively to the stock of capital, the annual 
creation of new capital is small, and, consequently, any 
probable change in the annual creation very small, the 
harmonising tendency will work slowly. This implies that, 
for some time after the establishment of an ufteconomically 
high wage in particular occupations, disharmony may prevail. 

§ 7. Up to this point we have«been concerned with th« 
consequences of fixing an uneconomically high wage, as if 
this were a single self-subsistent act. In actual life, however, 
it is inevitably mixed up with State policy as regards tlie 
protection of persons in distress. If the enforcement of an 
uneconomically high wage in some occupation throws a 
certain number of people out of work for a long time, llie 
State will have to help these people. Consequently, if we 
count as a part of the real income of the poor what the State 
provides for assisted persons, their real income in this wider 
sense may well be raised by a policy which lowers the earned 
pmrt of their real income. Thus, by a forcing up of tlie 
wage rate in some occupations, we may supjiose that the 
national dividend is injured, and that those workers w ho uie 
left in industry gain a little less than those who are thrown 
out of it lose. There is then harmony between the efi'ais 
on the national dividend and on the real income of tlie ^loor 
in the narrower sense. But, if, in consequence of increased 
unemployment, the expenditure of State aid to poor persons 
becomes £1,000,000 bi^r than it would otherwise have 
been, there may be disharmony between the effect on the 
dividend and the effect on the real income of the poor iu ihe 
wider sense. The way is thus opened for a somewhat special 
argument in favour of forcing up wage rates in low-grade 
occupations. It may be granted that both the national 
dividend and the real earnings of labour as a whole will he 
diminirfted. But, it may be claimed, at all events if the prefer- 
ence method of engagement prevails, that a number of pt^ople. 
who otherwise would have earned too little to maintain inde- 
poadently a deoent life, will now get adequate earnings. ^ 
number of othme will, indeed, earn less than before— 
lu^ng at aU — but, owii^ to the action of the State, they 
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need not recem less than before. Thus we shall have, instead 
of a large body of people, all of them occasionally or partially 
supported by the State, one moderate-sized body fully self- 
supporting and another moderate-sized body scarcely self- 
supporting at all. From the point of view of economic 
welfare as a whole, particularly if the conditions are such as 
fco make the fully self-supporting body much larger than the 
other, the latter state of things may be deemed the better, in 
spite of the fact that it involves a smaller national dividend. 
It may be objected, no doubt, that the persons now rendered 
fully self-supporting wUl refdly be sustained by the help of 
what is, in effect, a special tax upon the people who purchase 
the things they happen to make ; and that the care of 
relatively incapable citizens is an obligation upon the whole 
community, and not merely upon those members of it who 
buy racquet balls, or whatever the article may be. It may 
be replied, however, that, in so far as relatively incapable 
citizens are responsible for products of general consumption, 
or in so far as they do work for municipalities or the State 
ill connection with commodities or services not designed for 
sale, this objection loses the greater part of its force; and 
that, in any event, since every indirect tax must hit some 
people " unfairly," it is not of very great weight Moreover, 
since the workers who benefit will not think of themselves as 
being in any sense “ relieved by their customers," there is no 
danger that any injurious moral effect analogous to the ** taint 
of pamierism ” will be produced upon them. Plainly, an issue 
tinning upon considerations of this kind is not susceptible of 
f^ny general solution. Whenever it is proposed to enforce 
an imeconomically high wage in any occupation upon the 
grounds suggested in this section, a decision can only be 
reached by a careful balancing of conflicting tendencies, after 
^11 the relevant droumstanoes have been studied in detail. 
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RATIONraO 

{ 1. In Chapter XIII. of Part II. aome discussion was under 
taken of the policy of rationing, as an adjunct to State control 
over the prices of conmjoditics produced under competitivt 
conditions. A brief study of this policy is now requird from 
another point of view. The rationing of essential commodities 
to the better-to-do classes, whether coupled or not with priio 
control, may be advocated as a means of ensuring that 
sufficient supplies at reasonable prices shall be available for 
the poor. Prima facie it would seem that this policy may 
affect the size of national dividend in one way and the 
absolute share of it accniing to the fwr in another, thus 
involving dishwmony. ITie question whether or not this is 
in fact so will be examined in the present chapter. 

§ 2. In the spwjial emergency of the Great War, supplies 
of certain things were short as a result of causes whieli 
could not have been got over, whatever pric«j sellers had 
been dlowed to charge. Price legulation and mtioninf; 
did not, therefore, as was argued in I’art II. Chapters XU 
and XIIL, substantially reduce the size of the natioiml 
dividend At the same time they jointly saved the poor 
ftom a disaster that could not otherwise have been avoidt^l. 
The grant of large bonuses on wages would not have 
enabled poor people to obtain essential articles of whioi' 
tbe supply was short and the demand of the rich 
inelastic. The prices of these things would, inde<Hl, have 
been forced up, but the rich, at the cost of paying 
money, would still have obtained as much as before out o 
tbe shortened supply, and would have correspondingly cu 

m 
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down the share available for the poor. Thus the poor 
would have suffered enormously in respect of real income, 
even though their money income had risen proportionately 
to the rise in general prices, because particular things of vital 
importance to them would have been practically unobtainable. 
Moreover, the fixing of maximum prices without rationing 
would not have been sufiicif.-nt ; for the presumption is that 
the rich, by various p^lls, would still have skimmed the 
market. From the joint facts that in the war price control 
coupled with rationing did not injure production and did 
Iteuefit distribution it has sometimes been inferred that the 
same policy continued in normal conditions would produce 
the same harmoniously beneficial result. That is the issue 
we have to judge. 

§ 3. In attempting to elucidate it we have to make 
clear, from the present point of view, the relation between 
rationing and price-fixing. Clearly in a brief period of 
.shortage it is possible, with a given system of rations, 
to have any one of a large number of regulated price 
ma.Kima, beciiuse, for the time being, the output and (within 
limits) the amount offered for sjile are independent of the price. 
?»ut, when we art,; couUmiplating a policy for normal times, 
the |>o.sitiou is different. Suppose, first, that a given scale 
of rations is esUiblished unaccompanied by any price restric- 
tion, and that everybody is purchasing the whole of the 
ration to which he is entitled. This implies a definite 
quantity demanded ; and there is, in general, only one price 
diat will call out this quantity. If the State fixes a maximum 
l*ri<e higher than this, the sellers will not be able to realise 
it, and the maximum price will Ixscome otiose. If, on the 
other hand, the Suite fixes a price less than this, not enough 
"ill be produced to enable everybody to get his ration; 
aud, consequently, if the rations are to be eff^tive, in the 
Hsnse that whoever wants bis allotted ration can obtain it, 
tile whole ration scale will have to be altered to fit the new 
price. Sup^mae, secondly, that a given ration scale is 
astablished. but that, while the scale limits the purchases of 
®om 0 people, others are buying less than their ration allow- 
ance. As before, to whatever aggr^ate quantity is being 
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purchased there corresponds one single price that will call out 
that quantity ; and, as before, if the State fixes a maicimiiTT i 
price higher than this, the maximum will become otiose. 
If the State fixes a maximum lower than this, it seems 
at first sight that a new equilibrium may be established, in 
which some of those now buying less than their\ ration will 
buy the full amount. But, in fact, the lower mrice must 
mean a lower output, so that nobody can buy mojre, or even 
as much as before, unless others buy less. It mul^t happen, 
therefore, that some of those who before were purchasing 
their full ration are now unable, although they still wish, 
to do so. Here again, therefore, the ration scale becomes 
ineffective, and a new and lower ration must be established 
to fit the new price. Hence, generally, to any effective ration 
scale only one price level can correspond ; and it is 
impossible for the State to establish any other price level 
without at the same time establishing another effective ration 
scale. This conclusion is a very important one for my 
present purpose : because it makes it unnecessary to study 
both rationing by itself and also rationing accompanied by 
price regulation. The two things work out, when the 
numerical constants are adjusted, in exactly the same way; 
and the whole problem is exhausted when the consequences 
of rationing alone have been examined. 

§ 4. It is evident that any rationing system, which aims 
at Iwnefiting the poor, must be so designed as to cut down 
the consumption of the rich. Such facts as that, for example, 
a wtviform bread ration on a scale tolerable to the poor would 
not accomplish this, because, normally, poor people eat more 
bread per head than rich people, are not really relevant. We 
are not concerned here with technique, but with principle; 
and any rationing scheme, that pretends to increase the 
suppliw available for the poor as a body, must be so devised — 
the scale need not, of course, be uniform — that it cuts down 
those available for the rich. So much being understood, our 
analysis of rationing in normal times may proceed. It works 
out differently for commodities produced under conditions of 
decreasing supply price and of increasing supply price. 

§ 6. With decreasing supply price from the standpoint 
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of the indastry, the ultimate consequence of extrading from 
the market a part of the demand of the relatively well-to-do 
is necessarily to contract the production of the commodity and, 
therefore, since, as was shown in Part 11. Chapter XL, too 
little of it is being produced anyhow, — for decreasing supply 
price from the standpoint of the industry usually implies also 
decreasing supply price from the standpoint of the community 
— to lessen the national dividend. At the same time the rise 
in price, which a diminution in the supply of an article 
produced under conditions of decreasing supply price must 
involve, forces poor people both to buy less of the commodity 
than they would have done and also to pay more for what 
they do buy. Thus they are unequivocally damaged. The 
aggregate dividend and their share of it alike suffer, and 
disharmony is impossible. 

§ 6. With increasing supply price from the standpoint of 
the industry the extrusion of part of the demand again, of 
course, contracts the production of the commodity. If the 
conditions are such that increasing supply price from the 
standpoint of the industry implies constant supply price from 
the standpoint of the community, the amount of production 
that would take place in the absence of interference will 
be the right amount to maximise the national dividend, and 
an enforced contraction in it will lessen the national dividend. 
If, on the other hand, the conditions are such that increasing 
supply price from the standpoint of the industry implies also 
increasing supply price from the standpoint of the community, 
the amount of production that would take place in the 
absence of interference will — as was shown in Part II. 
Chapter XI. — be too large to maximise the national dividend, 
and an enforced contraction in it will, if it does not go 
beyond a certain definite limit, benefit, and not injure, the 
national dividend. In either event the price of the commodity 
wiU. be reduced, so that the poor probably get more of it, and 
certainly get it at a lower price. Hence the poor must gain. 
Iq the second case distinguished above, therefore, if the slice 
cut off the demand of the rich is not too large, there is 
harmony of an opposite sort to that which comes about under 
decreasing supply price ; the national dividend and the slice 



698 


ECONOMICS OF WELFAEE 


rr. ly 


ftocrtting to the poor are both increased. Bat, if the check 
to the purchases of the rich is pressed beyond a certain 
point, there is disharmony, the poor still getting a benefit 
but the national dividend as a whole suffering l^ss. In the 
first case distinguished above there is disharmonyi of this sort 
whatever the size of the check to the purchases ofUhe rich. 

§ 7. This analysis makes it plain that conmtions may 
exist in which a system of rationingvin normal tinijes, if con- 
ducted with perfect skill and without any friction, would 
yield a net social benefit. It does not prove, however, that 
in practice the rationing of any commodity is in normal times 
desirable. Not only is the skill of government officials 
limited, but also a large adverse balance of inconvenience 
and irritation would have to be neutralised Ijefore any positive 
advantage could begin. Moreover, it must be repaembered 
that, since the rich are relatively few in numl)er, and their 
consumption of common articles — with the exception of coal, 
the consumption of which is regulated by the size of a man’s 
house and not by his bodily capacity — a small proportion of 
the whole, a very large percentage cut in their per capita 
purchases would involve only a very small {)ercentage cut in 
the consumption of the country as a whole, and an almost 
negligible cut, for most things, in the consumption of the 
world. In general, therefore, its effect in cheapening the 
supplies to poor persons of articles of increasing supply price 
would be scarcely perceptible. The practical conclusion seems 
to be that, while it may redound slightly to the general interest 
for well-to-do persons voluntarily to restrict their purchases 
of these articles, yet, in the present state of economic know- 
ledge and administrative efficiency, it would, in ordinary times, 
do more harm than good for the State to force them to do 
this by any system of compulsory rationing.^ 

' It must be remembered, however, th*t, if only 600 rich meu fut 
their ooneumption of tlii* tyi« of article in t given proportion, the 
to the |)Oor will be less than half what it would have been had 1000 dour w' - 
be(»iiBe what one rich man volnutarily relVains from oonauming another nr ' 
man, t^pted by the resultant lowering of price, may be teropt^ to hid for- 
This is, pro tarOo, an argument for compulsory (and, therefore, univerwl)('''* 
against voluntary, rationing. 
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SUBSIDIES TO WAGES 

§ 1. In a community in winch wage-rates are everywhere 
adjusted to the conditions of demand and supply, so that no 
wage-rates are unecouomically high and there is no unemploy- 
ment beyond what is necessary to allow adjustments to be 
made to industrial fluctuations, for the State to subsidise 
wages in particular industries must, in general,^ worsen the 
distribution of productive resources and damage the national 
dividend. A policy of wage subsidies applied to all industries 
would not necessarily damage the distribution of productive 
resources, but it could not improve this distribution; and, 
though in some circumstances it might increase the dividend, 
it would probably only do so at the cost of causing too much 
work to be' done, and, therefore, in a manner injurious, and 
not beneficial, to economic welfare. Hence, subject to 
qualifications which the reader can readily provide, we may 
conclude that in a community, in which, apart from subsidies, 
rates of wages would be everywhere adjusted to the conditions 
of demand and supply, any policy of wage subsidies is likely 
to prove anti-social. 

§ 2. In real life, however, it may happen that either in 
puiticular industries or, it may be, throughout industry as a 
"'ijole, wage-rates are established at an uneconomically high 
level ; that is to say, at a level too high to allow the demand 
for labour to absorb the supply, in such wise that more people 
'tre unemployed than are accounted for by the movements 
they have to make in consequence of industrial fluctuations. 
I'hus there is some reason to believe that in England during 
1 or. P«rt 1. Chaps. lX.-Xt 
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the post-war depression, partly through direct State action 
and partly through the extra bargaining strength given to 
workpeople’s organisations by the development of unemploy- 
ment insurance, wage-mtes over a wide area were set at a 
level uneconomically high in the above sense. "V^^ere con- 
ditions of this kind prevail and where public opinion insists 
that unemployed persons shall be somehow provided for, a 
policy of wage subsidies is no longer *prima facie anl^i-social, 
but needs more particular consideration. 

§ 3. The possibility of social gain is made clear most 
easily by means of a highly simplified imaginary case. Con- 
sider an agricultural community in which farmers own the 
land and employ labourers, all of whom are of equal skill. 
Let nothing else be produced except wheat, and let wages be 
paid in kind. Let the conditions be such that, with wages at 
one bushel of wheat per day, all the labourers would find 
employment, but that, when the rate is put at one and a 
quarter bushels per day, 10 per cent of them are out of work 
and the aggregate output of wheat, instead of l»eing A bushels, 
is cut down to (A — a) bushels. Let the State insist, for 
humanity’s sake, that a man out of work shall, nevertheless, 
receive, say, one-third of a bushel of wheat for maintenance, 
and let it take hnm farmers whatever amount of wheat is 
needed to permit of this. In such a case it is easy to see in 
a general way that, if a tax is imposed on the income of 
farmers or on the rental value of their land, and the proceeds 
used to give a subsidy of so much per cent on wages, the 
labourera are bound to gain, and_ the farmers — when their 
loss through the tax is balanced against the extra output of 
wheat and their savings in respect of unemployed labour — 
Wkiy gain. For a full understanding of the situation it is, 
however, helpful to make use of a few symbols.^ 

§ 4. Let (sc -f h) workpeople be attached to a given industry, 
whose products are not exported. I.et W 2 be the wage at which 
all of them would find employment ; the wage which is 
actually established, and x the number of men that are actually 
employed. If then things are allowed to take their “ natural 

I The enalyeLi which follow* wae suggested to me by Mr. Bemsey of King* 
OeBege, Oembridge. 
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course, h workpeople will be unemployed in the industry. For 
humanity’s sake these must be somehow provided for ; so we 
suppose that a payment r is made to each of them, and — to 
make the case as strong as possible — that the whole sum hr 
is taken from non- wage-earners. This is the position in the 
absence of any subsidy. Now let a subsidy at a rate «*= 
(«?! — be paid in respect of each workman employed ; and 
let the funds for it bd* raised by taxation imposed on non- 
wage-earners {e.g. income tax). The wage (including the 
subsidy) paid to each workman will hereafter still be — the 

workmen already in work will receive no more than before — 
but it will now pay employers in the industry to take on 
(a; -1- A,) workpeople instead of x workpeople. The output of 
the new h workpeople taken on will have a value equal to 
some amount (dependent on the slope of the demand curve 
for labour) intermediate between Awj and hw^ Let it be 
{Awj-fAc}; which, in the special case where the demand 
curve for labour is a straight line, = {Awj-f- — Wj)} =b 
{hw^+ From these data it is easy to calculate loss and 

gain. Workpeople as a body obviously gain ; for k more of 
them are employed at the full wage for which they 
stipulated. Non-wage-earners neither gain nor lose in respect 
of the X workpeople who would be employed anyhow. In 
respect of the others they make a payment in wages plus 
subsidy equal to hwi : they obtain an extra product of a value 
equal to (Aw, + he), which is leas than ; and they save a 
payment to unemployed workpeople equal to hr. Thmr net 
gain is, therefore, equal to {htv^ + he + hr — hwi) = A(r + c — «). 
This is necessarily positive, provided that the rate of subsidy 
required is less than the rate of contribution which would 
have been paid to unemployed workmen. When this condition 
is satisfied it is obvious that both the absolute receipts of 
labour and also the national dividend as a whole must be 
larger than they would have been had other things been equal 
hut no subsidy paid.' 

§ 6. The foregoing analysis was explicitly confined to 

^ In ths spDcinl cate whara tbo detnand curve for labour is a straight line 
net gain is equal to A(r - ; which is necessarily positive, provided that 

rate of eubeidy is leas than twice the rate of contribution to unemployed 
Workmen, 
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industries whose products are not exported. If the policy of 
subsidies were applied to export industries, Idle balance of gain 
and loss would work out less satisfactorily, because |breigner8, 
instead of domestic users, would get the benefit of | the price 
reduction due to the subsidy; in effect British hon-wage- 
eamers would be paying a part of the costs of workmone for 
foreigners, which, had there been no subsidy, foreigu^s them- 
selves would have paid. Here, therefbre, there wouldl only be 
a net gain to British non-wage-eamers if the foreign demand 
were so extremely elastic that employment would be increased 
from X to (® + A) by a subsidy $, such that (x-f /t)s is less 
than Tvr. The case for subsidies as a means of mitigating the 
ill-effects of uneconomically high wage-rates is, therefore, 
substantially weaker for export industries than for others. 
Even so, however, it is clear that the subsidy device is 
applicable over a considerable range. It will lessen the 
volume of unemployment in any industry (with uneconomically 
high wages) to which it is applied ; and, so long as it is on 
an appropriate scale and is confined to iiulu.stries whose pro- 
ducts are not exported, it will corre.spondiiigly increase the 
real income of the country. 

§ 6. The foregoing analysis is in principle favourable to a 
policy of wage subsidies, at all events in industries other than 


export industries, provided that the maintenance of unecono- 
mically high wage-rates is taken for granted. When, however, 
we pass from generalities to more detailed considerations, 
pitfalls are revealed. The most obvious difficulty has to do 
with the comparative treatment -of workpeople in different 
occupations. If all occupations were rigidly separated from 
one another, so that, not only could no one pass directly from 
one to another, but also the choice among them to be made 
by each new generation coming to industrial age was rigidly 
fixed, everything would be quite simple. Each occupation 
could be treated as a single problem- In real life, however, 
different occupations are not rigidly separated, and account 
must, therefore, be taken of possible effects of a policy of 
subsidies in modifying the proportions of workpeople attnchei 
to different occupations. If exactly equal fiscal encouragement 
were given to all occupations, no effects of this kind woul 
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tend to come about. In practice, however, it can hardly be 
doubted that larger subsidies would be paid in industries with 
low wage-rates and large unemployment than in others. For 
example, at the present time the relatively distressed engineer- 
ing and ship-building industries would certainly demand more 
favourable treatment than, say, the railway industry. As the 
demand for the products of any industry fell off and distress 
became more pronounced, higher subsidies, both absolutely 
and relatively to those ruling in other industries, would always 
be called for. Such pleas would often be acceded to. As a 
consequence, too many people would be set to and kept at 
work in some industries and too few in others. Extraordinary 
strength and competence on the part of the Government would 
be needed to prevent a policy of wage subsidies from acting 
in this way. If these were not forthcoming the resulting 
social loss might well be large. There is also a second serious 
danger. If the Government were in a position to control the 
wage demands of the workpeople as well as the amount of 
the subsidies, and if it were absolutely impervious to political 
pressure, the adoption of the above policy would not lead to 
any change in the rate of wages demanded. In practice, 
however, once the policy was adopted and, as a result of it, 
unemployment reduced to a low level, there would be a strong 
temptation to workpeople to demand higher wage-rates, while 
employers, hoping to recoup themselves from an increased 
subsidy, might not resist these demands very strenuously. In 
this way both wage-iutes and the rates of subsidy would be 
subjected to a continuous upward pressure. This tendency, 
which would exist even in a static community, would be 
accentuated in the actual world ; for in times of boom wages 
Would tend, as now, to go up; and, when, subsequently, 
•depression came, there would be a powerful demand, very 
likely on the part of employers and workpeople acting 
Aether, for an addition to the subsidy to prevent them from 
falling again. The annual revenue required to provide the 
Subsidy would thus tend to grow larger and larger continually. 
^Im burden imposed on non-wage-earners would be raised 
above the benefit accorded them, and the gap would grow 
alwayg wider. The supply of the services rendered by them 
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in work and saving would be discouraged ; and in tbe end 
both the national dividend and the real absolute share of it 
enjoyed by workpeople would be diminished. 

§ 7. The broad result then is this. If wage-earners insist 
on maintaining a real rate of wages above the economic level 
in the sense defined above, and if no mitigating^ action is 
undertaken by the State, an abnormal volume of unemploy- 
ment, with all the material and morfi waste that this implies, 
is the inevitable concomitant In principle it appears that 
this evil is susceptible of large alleviation, of a kind not 
involving injury to society at large, by a system of wage 
subsidies. But in practice it is probable that the application 
of such a system would be bungled, and that a community 
which relied upon it would lose more than it gained. 
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DIRECT TRANSFERENCES PROM THE RELATIVELY RICH 
TO THE RELATIVELY POOR 

\ 1. We now turn to what is in practice by far the most 
.uiportant field of possible disharmony. In a great number 
Df ways, and for a great variety of reasons, poor people in 
civilised countries are given help, in the main through some 
State agency, at the expense of their better-to-do fellow- 
citizens. In Great Britain in 1925 the contribution from 
central government funds towards social services, chiefly for 
old-£^'e pensions, education, unemployment insurance, health 
insurance and housing, amounted to 113 millions, and the 
contributions from the funds of local authorities, chiefly for 
education and Poor Law relief, to 79 millions.^ Evidently a 
large part of these 192 millions represent what is, in effect, 
a transfer of income from relatively rich for Uie benefit of 
relatively poor persons. Prima fam the transference, which 
this help implies, must increase, and it can certainly be so 
luranged that it shall increase, the real income available for 
the poor. Hence the question whether any particular form 
of help to the poor involves disharmony is often equivalent 
to the question whether its indirect consequence is to increase 
or to diminish the national dividend. This question, in one 
or another of its various aspects, will be the theme of the 
Oort four chaptera But, before we embark upon it, a brief 
comment is needed upon two popular arguments, one of 
^hich asserts that no transference of lesouroes to the poor 
I* possible, because, in effect, all money taken from the rich 
^ ^oally taken txoxo, the poor, while the other asserts that it 

Oan'-Siiutdin and f (mil, WE. 
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is not possible, because the beneficiaries will give back what 
they have received by agreeing to accept lower wages. 

§ 2. The position taken up in the former of these argu- 
ments is that any levy of money, whether vo|untaiy or 
compulsory, from the well-to-do for the benefit of I some poor 
persons necessarily implies the infliction of a substantially 
equivalent burden upon other poor persons, thrpugh the 
reduction which the rich are compelled to make in their 
purchases of the services rendered by thent The foundation 
of this view may be set out as follows. It is obvious that 
a great part of the expenditure of the rich involves, directly 
or indirectly, the employment of labour ; and it is equally 
obvious that, if the incomes of the rich are diminished by, 
say, £20,000,000 of taxation, their expenditure for consump- 
tion and for capital investment together must be contracted to 
a corresponding extent. Some persons, concentrating attention 
upon these facts, immediately conclude that the work{>eople, 
whose services this expenditure would have called into being 
if the tax had not been there— and an exactly analogous 
argument applies to a voluntary contribution — must suffer 
a loss of income approximating to the twenty million pounds 
levied in taxation. To argue thus, however, is to ignore the 
fact that the twenty million pounds collected from the rich is, 
ex hypothesi, transferred to the poor, and that the expenditure 
of it by them is likely to be no less productive of employment 
than the expenditure of it by the rich would have been. No 
doubt, if we are contemplating the immediate effect of the 
addition of twenty millions to ^e taxation of the rich for the 
benefit of the poor, it is relevant to observe that the men who 
lose jobs on the one side will not be the same persons as 
those who find them on the other ; and that, therefore, a 
certain number of men, who have been trained to special 
aptitudes, may find their immaterial capital of acquired skill 
tmidered permanently worthless. This loss, however, is 
result, not of taxation, but of change in taxation, and woul 
mnerge equally in consequence of a reduction by twenty 
millions in imposts levied on the rich for the benefit o 
the poor. Our problem is not concerned with incidents o 
this character. The comparison we have to make is between 
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)ne permanent system, under which nothing is collected from 
;he rich and handed over to the poor, and another permanent 
jystem, under which twenty millions is so collected and 
handed over. To this comparison the incident we have just 
been discussing is irrelevant. Speaking broadly and apart 
from special circumstances, we may say that it makes very 
little ^fference to the employment of, and wages paid for, 
labour, whether twenty millions is annually transferred or not 
transferred from any one class to any other class. The idea 
that reactions in this field will render attempts at transference 
of no effect is, therefore, illusory. 

§ 3. The latter of the two arguments distinguished above 
asserts that, if any group of poor persons are accorded any 
form of subsidy, they will, in consequence, be willing to work 
for less than the worth of their services to their employer, 
and BO will, in effect, transfer back the subsidy they have 
received to members of the richer classes. This view rests 
partly upon a priori reasoning and partly upon what is 
called experience. It needs, therefore, a twofold discussion. 
The a priori reasoning starts from the fact that a Poor Law 
subsidy enables a person to accept lower wages than it would 
be possible for him to accept otherwise without starvation, or, 
at all events, serious discomfort; and it proceeds to assert 
that, if a person is enable to work for less, he will be willing 
to work for 1^. Now, no doubt, in certain special circum- 
stances, when a workman, in receipt of a subsidy insufficient 
to enable him to live up to his accustomed standard of life, is 
confronted by an employer occupying towards him the position, 
of a monopolist, this inference may be valid. In general, 
however, where competition exists among employers, it is 
<luite invalid. A person who, by saving in the past, has 
hecome possessed of a competence, is enabled to work for less 
than one who has not A millionaire is enabled to work for less 
®^on than a relieved pauper. So far from this ability making 
^t probable that he will strike a worse bargain in the higgling 
of the market, it is likely, in general, to have the oppMite 
offeok It is not fact that the wife of a man in good 
is likely to accept abnormally low ws^^ee. On the con- 
the woman who, for thi* or any other reason, can afford 



708 


ECONOMICS OF WELFAEE 


FT. IV 


to "stand out/’ is, in general, among those who resist such 
wt^es most strenuously.^ Let us turn, then, to the reasoning 
from what is called experience. This starts from two ad- 
mitted facts. The first fact is that old and inferm persons 
in receipt of a Poor Law subsidy very frequently earn from 
private employers considerably less than the orcUnary wage 
per hour current for the class of work on whicn they are 
engaged. The second fact — given in evidence befo^ the Poor 
Law Commission of 1832 — is that the refusal of guardians to 
grant relief in aid of wages " soon had the effect of making 
the farmer pay his labourers fairly.” From these facts tlie 
inference is drawn that, where a Poor Law subsidy exists, 
workpeople accept a wage lower than the worth of their work 
to their employers. This inference, however, is illegitimate. 
There is an alternative and more probable explanation. As 
regards old and infirm persons, may it not be that the low 
wage per hour is due to the circumstance that the work they 
can do in an hour is poor in quality or little in quantity? 
As regards the old Poor Law, may it not be that the un- 
reformed system of relief, so long as it prevailed, caused people 
to work slackly and badly, that, when it was abolished, they 
worked harder, and that this was the cause of the alteration is 
their wages ? The view that the true analysis of experience 
is to be found along these lines, and not in the suggestiou 
that relieved persons work for less than they are worth to 
their employers, is made likely by general considerations. It 
has been farther confirmed by recent investigations, which 
tend to show that, where two j>eople differ solely in the fact 
that one does, and the other does not, receive a Poor Law 
subsidy, their wages are in fact the same. Thus investigators 
appointed by the Poor Law Commission of 1909, as a result of 
their inquiry into the effects of out-relief on wages, write: 
" We found no evidence that women wage-earners, to whose 
fiEunilies out-relief is given, cut ratea Such wage-earners are 
invariably found working at the same rates of pay as the 
mudh larger number of women not in receipt of relief, who 
entirely swamp them. . . . We could find no evidence that 

> For an illustration of this unong homo- working tailoresass of. Vesselit^kyi 

Bom* Worker, p. 17. 
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the daughters of paupers accepted lower rates than others, or 
earned less than others, because of their indirect relation to 
pauperism.” ^ This argument, therefore, like that set out in 
§ 2, breaks down. The direct transference of resources from 
the relatively rich to the relatively poor, by way of philan- 
thropic or State action, whatever its ultimate consequences 
may prove to be, is at least not impossible. Of course, this 
conclusion does not deny.that additional work by assisted, or 
any other, workers slightly lowers the general rate of wages.* 
But that proposition is quite different from the proposition 
that assistance to persons who are working anyhow has this 
effect. 

§ 4. In view of this result we may proceed undisturbed 
to our main problem — that of determining the effect of 
various sorts of transference upon the size of the national 
dividend. Some sorts, it would seem, are likely to increase 
that dividend and others to diminish it We have, therefore, 
to investigate the conditions upon which the occurrence of 
the one or the other of these opposing consequences depends. 
These conditions can be examined most effectively by means 
of an analysis in which the distinction between the effect of 
the fact, and the effect of the expectation, of transference is 
made fundamental Of course, when we have to do with a 
levy, which is made once and for all to meet some exceptional 
need, and the regular continuance of which is not anticipated, 
plfeets operating through expectation do not have to be con- 
sidered. In ordinary times, however, the fact of a tax levy 
imposed one year carries with it the expectation that it will 
he continued in future years, so that both fact and expectation 
are relevant. I shall consider first the expectation of trans- 
ferences from the rich ; secondly, the expectation of transfer- 
ences to the poor ; and thirdly, the fact of transferences. 

* Rejxni ctf the Royal Oommitsion on the Poor Lawe, Appendix, vol. zxxvi. 

Pli vi-vii. 

^ Of. ante, Chapter III. § 10. Dr. Hourwick, in his book Immigration and 
joboitr, seems to miss this point j for, having shown that immigrants into the 
United States do not earn lew wages for equally efficient work than native 
Americans, he treats this oonolusion os imjdying that they do not effect the wsges 
nf native Americans, 
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THU EFFFCT ON THE NATIONAL DIVIDEND OF THE EXPECTATION 
OF TBANSFERENCE8 FBOM THE KEUTIVELT BICH 

§ 1. The expectation of levies from the relatively rich, as 
from any other class, acts upon the national dividend differ- 
ently according as the levy is voluntary or coercive, The 
contribution of a voluntary levy implies that a new use has 
been found, into which people wish to put some resources 
more keenly than they wish to put them into other available 
uses. This means that their desire to possess resources is 
enhanced, and, therefore, that the provision they are willing to 
make of waiting and effort, in order to obtain resources, is also 
enhanced. Hence the expectation by the rich of voluntary 
transferences from the rich is likely to make for an increase 
in the size of the national dividend. "Though it would 
have disastrous effects if the State should attempt to enforce 
universal benevolence, yet only beneficial results would follow 
if all men were to become wisely benevolent.” * It is, there- 
fore, important to consider briefly what scope there is in the 
modern world for this type of transference. 

§ 2. The most obvious form which it can and does take 
is that of generous conduct towards their workpeople on the 
part of wealthy employers of labour. Since these workpeople 
spend a great part of their lives in buildings provided by 
their employers and in conditions largely under their control 
the employers have the power to spend money in then 
interest with exceptional effect Acting in careful colhdKira- 
tion with chosen representatives of the workpeople, thoy 
contribute conveniences, opportunities for recreation 
* CtrT«r, Social JvaHett p. I4S. 

no 
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opportunities for education, and can make it a condition of 
employment for their younger workers that these things shall 
be used. Thus Messra Cadbury at Boumville require all 
their employees under eighteen to take part in regular gymnastic 
classes and in regular and elaborate courses of education, in 
part provided by, and in part paid for by, the firm.^ The 
special opportunities which they enjoy for effective action may 
well create in wealthy qfnployers a special sense of obligation. 
This sense was admirably expressed by the well-known Dutch 
employer Van Marken, when he declared : “ It seems to me 
the duty of an employer to aid his subordinates by every 
means at his command — his heart, his intellect, his money — 
to attain that highest stage which alone makes life worth 
living. My own conviction is that in doing so the employer 
will make no sacrifices. But, if he needs must make them, 
be it from the material or the moral point of view, let him 
make them up to the limit of his capacity. It is his sacred 
duty.”® With the education of opinion among well-to-do 
employers of labour we may look increasingly for a growth 
of this sense of patronal obligation. Furthermore, this sense 
may be fortified and extended by the egoistic consideration 
that generous treatment of workpeople is often a splendid 
advertisement, leading indirectly to large profits. On this 
point I cannot do better than adopt Ashley s excellent 
words : " Instead of cynically pooh-poohing it [employers 
welfare work] for that reason, I think this is a particularly 
encouraging fact, and highly creditable to human nature. 
It shows that there is such a thing as a consumers 
conscience. The whole essence of the Consumers’ I^a^e 
work in America and of the White Lists of the Christian 
Social Union in this country is to make it ‘good business’ 
to be known to manufacture under satisfactory working con- 
ditions •, and, with increasing publicity and an increasing 
fellow-feeling among all classes, I expect that this is going to 
^ the case more mid more." * 

§ 3. Voluntary transference of resources may also take 


Cf. Cndbury, SxpiritntMti m InduMtitU p. 

Uoda fketariu and miafts, P- _ . ,. 

to OidbiiYjf't JSnwriioiitUi ^ IndusitM OfyfMnuitwti, p* 
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the form of generous conduct on the part of the wealthy to 
those poor persons who are united to them through common 
citizenship of the same town. Here, too, there is a special 
relation and, consequently, a special spur towar^ generous 
action : for the wealthy donor of such things as public parks 
and playgroimds has the satisfaction of choosing ^he form of 
his gift, of directing the use of it in some measure, and of 
seeing the fruits of it develop before, his eyes. This localised 
generosity may easily expand into a wider patriotism, which 
interests itself, not merely in fellow-citizens of a common city, 
but in fellow-citizens of a common country. Pure public 
spirit often leads wealthy persons voluntarily to provide, 
partly in their lifetime and partly by legacies at death, large 
sums for the service of the poor. Often, too, public spirit 
is reinforced by the craving, strong in some men, for that 
sense of power which the fact of giving conveys. 

§ 4. The normal motives prompting men to these and 
other forms of voluntary transference of resources to public 
ends are already of considerable force, and it is ojien to 
us to stimulate them still further. “No doubt,” Marshall 
writes, " men are capable of much more unselfish service than 
they generally render ; and the supreme aim of the economist 
is to discover how this latent social asset can be developed 
more quickly and turned to account more wisely.”* Not 
much has yet been mmmplished in this direction. It is well 
understood, however, that Government, if it so chooses, ha.« 
power to harness to the nobler motives for generosity others of 
a lower order. Much will be done for the sake of fame and 
praise, and fame of a sort may be offered as a reward for private 
munificence. Thus the transference of resources from the ri( h 
can be purchased, in a delicately veiled manner, by honours 
and decorations that cost nob^y anything. These things 
are at once symbols and conveyers of reputation ; for, when a 
worthless man is decorated, those who feel, or pretend to fed, 
respect for the decorator, offer a vicarious respect to the 
decorated also. No doubt, in some degree, the issue of 
decorations may diminish the '«Jue to their possessors of 
those already issued. To confer the Order oi Merit broadcast 
* Prineifim SeonomAet, p. f. 
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among excellent bricklayers would annihilate its attractive 
power for the class in whose behoof it was originally designed. 
This difficulty can, however, be overcome to a great extent by 
the creation of new orders, instead of the extension of old 
onea It is not impossible, therefore, that, along these lines, 
inducements might be provided adequate to secure the 
transference of a good deal of income from rich people, without 
the expectation of the transference involving any diminution, 
but, rather, some appreciable increase, in the waiting and effort 
furnished by them towards the upbuilding of the national 
dividend. 

§5. Unfortunately it is quite certain that, in present 
conditions, voluntary transferences will fall very much below 
the ^gregate of transferences from relatively well-to-do 
people which the general sense of the community demands. 
A considerable amount of coercive transference is, therefore, 
also necessary. This means, in one form or another, taxes, 
and probably, in the main, direct taxes graduated against 
the owners of hurge incomes and properties. The taxes, to 
which resort is in practice most likely to be had, are taxes 
on incomes and taxes on property passing at death. In 
what follows attention will be confined to these taxea It is 
proposed to examine the kind of reactions on the national 
dividend to which the imposition of the one or the other 
kind is likely to lead. 

§ 6. Let us consider first an income tax in which there is 
no differentiation against saving. As 1 have shown elsewhere, 
this means, broadly speaking, an income tax under which 
either savings themselves or the incomes subsequently yielded 
I'y these savings are exempted.' When such an income tax 
is graduated so as to yield a substantial contribution from the 
relatively well-to-do, in what way will the expectation of the 
levies to be made under it react on the size of the national 
dividend ? Three possible lines of reaction may be distinguished. 
l^irst, the knowledge that this tax is there might drive men 
‘^Pable of earning large incomes by their work to live and 
'''ork abroad rather than in the taxing country. Secondly, it 
drive men with large powers of saving to make tireir 
* Of. A mtdff Im fiMie Fkumm, Part II. diapter ». 
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investments abroad rather than in the taxing country. Thirdly, 
it might cause men capable of earning large incomes by their 
work, while continuing to reside in England, to work less (or 
conceivably, as will be argued in a moment, to jwork more) 
than they would have done had there been no px These 
three lines of reaction will now be considered in timn. 

§ 7. If one country has a much higher income tiax on large 
incomes than others, this fact will .certainly constiitute some 
inducement to men capable of earning large income8\ to go and 
live abroad. There is reason to believe, however, that residence 
in their native land means so much to many rich men — 
particularly since the advantage of wealth is largely social 
advantage — that it would need a very large excess of tax to 
affect many of them in this way. Moreover, the movement 
towards high income tax on large incomes has a wide sweep, 
and the man who contemplates leaving his home to escape 
taxes there must reflect that similar taxes may before long be 
imposed in the country to which he goea Along these lines, 
therefore, the reaction on the national dividend is not likely to 
be very important. 

§ 8. At first sight it might seem that the second line of 
reaction is, on the other hand, almost certain to be very 
important For, whereas a rich man will dislike moving 
himself abroad, he will not, it would seem, as a rule object 
to sending his capital abroad. The fear, however, that high 
income taxes will, in this way, drive capital abroad in Urge 
quantities, arises, at all events so far as the United Kingdom 
is concerned, from an imperfect knowledge of the exact scope 
of the British income-tax law. It is, no doubt, true that a 
tax striking the fruits of capital, in so far as it impinges on 
the investments of foreigners in England, lessens the advantage 
to foreigners of investment here, and, pro tarUo, stimulate” 
foreign individuals to withdraw their capital, and foreigi 
corporations with plant abroad to withdraw their head oificef 
This, however, is a minor matter, for foreign investment hen 
is admittedly small in amount. The substantial fear is tha 
high income tax will drive British-owned capital to foreign 
fiddU. This fear is not well grounded. Since the Englisi 
income tax, unlike the income taxes of the cokmies, is 



oB.K TKANSFEKENCES FROM THE RICH 715 

on incomes ramved in England, and not merelj upon those 
earned or built up there, high income tax here, in general, 
constitutes no inducement to an Englishman resident in 
England to send his capital abroad for investment. He 
will have to pay income tax when he brings the income 
derived from it home from abroad; and, under an amend- 
ment of the income-tax law passed in 1914, he must even 
pay if he leaves it aj^road for investment there. Nor is 
this alL As things are at present, the income from English 
capital invested abroad will often have to pay a foreign 
income or other tax as well as the British income tax ; so 
that a man, by sending his capital abroad, so far from escaping 
taxation, would actually encounter more of it. Hence, apart 
from deliberate and purposed fraud, if English capital is to be 
driven abroad, English capitalists must be driven there also. 
Nor is it even true that the supposed indirect effect of high 
income tax, namely, the fear of " Socialism,” could rationally 
drive capital abroad without driving its owners abroad also ; 
for, presumably, “ Socialism ” would not fasten on British 
factory-owners and leave British owners of foreign securities 
unscathed. Hence the same fact that limits the tendency 
of high income tax to drive able men to do their work 
abroad — namely, the desire to live in their native land — also 
limits the tendency to drive their capital abroad. 

§ 9. There remains the third line of reaction — that, namely, 
on the amount of work which those persons who are subjected to 
a high income tax will do. This is a more complicated matter. 
At iirst sight it might seem that the expectation of having to 
pay any tax upon the fruit of work wuet in some degree dis- 
courage the performance of work. This, however, is not so, 
because, if a man’s income is reduced by taxation, the addi- 
tion of a to his income will satisfy a more urgent want 
than it would have done had his income not been reduced, 
and, consequently, though extra work will yield a less net 
return of money, it may, under certain types of tax, yield a 
greater net return of satisfaction. Proceeding on this lino of 
thought, we observe that if an income-tax scale is so drawn 
^ to impose equal sacrifice on all tax-payers (of s i Tni l ar 
temperament) whatever their incomes, the amount of work 
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which they elect to do will not be altered at all by the 
expectation of it. As Professor Carver writes : " The minimum 
of repression (on industry and enterprise) is secured by so 
distributing taxes that an equal sacrifice is requirec^ of all. No 
one is discouraged from the acquisition of wealth or a large 
income, or &om entering this or that occupation) if there is 
equal sacrifice involved in either case.” ’ Now, we cip not know 
enough about the relation between /differences in t^e sizes of 
incomes and differences in the amounts of satisfaction yielded 
by them to be able to say what scale of income-tax graduation 
would conform to the canon of equal sacrifice. It would, 
however, be generally agreed that a proportionate income tax 
would involve a heavier sacrifice to poor people than to rich 
people, and that 8om4 degree of progression in the tax rate 
could be introduced without making the sacrifice imposed on 
the rich exceed that imposed on the poor. It is not an 
untenable view, therefore, that taxes on the better-to-do 
classes adequate to yield the revenue we require for trans- 
ference to the poor could be contrived on equal sacrifice 
principles, and, therefore, in a way innocuous to the national 
dividend. In view of the fact that, when an able man is 
actually engaged in work, a large part of his aim is simply 
"success,” and that that is not interfered with by any tax 
that hits his rivals equally with himself, it may well be that, 
in the upper part of the tax scale, a fairly steep rate of 
progression might be adopted without the limits set by the 
principle of equal sacrifice being overstepped. It will be 
easily understood, however, that the scale of progression which 
conforms to the principle of equal Mcrijice is very much less 
steep than that required to bring about minimum aggregate 
sacrifice. Most people will agree, therefore, that a 
somewhat steeper than that yielding equal sacrifice is 
desirable. If such a scale is adopted, towu repressive influence 
on the amount of work done and, therefore, on the size of the 
national dividend must be exercised. It is important to 
realise, however, that, contrary to common opinion, the extent 
of this repressive influence upon any particular tax-pay®^ 
depends, not on the absolute amount, or the absolu 
Jinmali Anmimm Arndmuf, 189l(| 1^ 9B. 
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percentage, of Ms income that he is required to pay in taxes, 
but on the relation between this amotmt or percentage and 
the amount or percentage which he would be required to pay 
if his income were a little more or a little less. 

I 10. When an income tax of a type that does not 
differentiate against savings cuts down the national dividend 
of the moment by checking work, it will also indirectly cut 
down the dividend of future years, because, with the smaller 
dividend of the moment, there will be less to invest as well 
as less to consume. An income tax, which is constructed on 
the same general plan and yields an equal revenue, but which 
does differentiate against saving, may be expected to have a 
larger effect. We need not suppose that it will affect the 
amount of work done and, therefore, the size of the dividend 
of the moment otherwise than the non-differential tax would 
have done. The non-differential tax lessens in a given degree 
the advantage that work yields, whatever is done with the 
fruit of work ; the differential tax lessens in a smaller degree 
the advantage which the part of it devoted to spending yields, 
and in a larger degree the advantage which the part devoted 
to saving yielda The net effect on the quantity of work 
done is likely to be much the same in either case.* It may 
be expected, however, that the differential tax will discourage 
savings more seriously — in spite of the fact that it may cause 
the savings of certain persons to increase® — than the non- 
differential tax, and, therefore, to contract more seriously the 
dividend of future years. How far it will do this it is 
impossible, with our present knowledge, to determine. All 
that can be said is that, if we take the point of view of a 
fairly long period, the succession of national dividends spread 

* If the desire for iuoome to ssvo is decidedly more elastic then the desire for 
income to spend, the dilferautial tax can be shown to bo more restrictive of 
than the other ; in the oonveree case it can he shown to be less resWetive. 
But we have no resaon to suppose that the deeire for one of these uses is, from 
« long- period standpoint, much more or much loss elsatie than that for the other. 

. * Of. ante, p. ese. The possibility that, f« some people, a tax on saving 
"ught cause more eavings to be made ie parallel to the poesibility that, for some 
a tax on work mli^t cause mote work to bo done. The maximum 
iniount that could in any iriroumstanooe be added to eavings or to work fa sn 
wiount sufficient to diatdiants tho whole tax, in such wise that the taxed peraone 
»ould he left with the saim amount of available income as they would have 

“1 If there had been no tax. 
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over a series of years is likely to be damaged somewhat more 
by the expectation of an income tax which differentiates 
against saving than it would be by that of a non-differential 
income tax yielding the same revenua 

§ 11. The second fiscal instrument, distinguished in §5, 
through which substantial levies on the relatively Vell-to-do 
can be made, is the system of graduated taxes upon property 
passing at death. These duties, which axe actuarially equivalent 
to deferred income tax on income derived from property, plainly 
differentiate against savings. The expectation of them will, 
therefore, check savings and so contract the national dividend of 
future years. Since, however, they do not as a rule hit savings 
till some years after they are made, tliis repressive effect need 
not be very great. For let us suppose that twenty million f’s 
a year are to be raised. This can be done either by collecting, 
say, £100 every year from each of a group of 200,000 people 
(income tax), or by collecting £2000 from each of them at 
death, say, on the average, once in twenty years (death duties). 
The choice between the two methods is indifferent to the State. 
But it is not indifferent to the persons concerned. Since these 
persons discount futui-e taxes precisely as they discount all 
future events, and since their concern in any event is largely 
diminished if the event is known to fall due when they them- 
selves are no longer alive, the expectation of taxes levied after 
the second method will have the smaller restrictive influence 
upon the quantity of capital created by them. Moreover, 
there are addition^ reasons why death duties should impose a 
relatively small check upon the oreation of capital A part 
of the stimulus to accumulation consists in the power and 
pr^tige that riches confer. In persons of only moderate 
fortune, who have, or hope to have, children, this motive is 
not, indeed, likely to play a dominant part. A desire to pro- 
vide for their children will be the main motive, and, if it were 
removed, many of them would elect to " retire ” from work 
much earlimr than they do now. But, as Professor Carver 
observes : '* After one’s accumulation has increased beyond that 
which is necessary to safeguard one’s offspring and to provide 
for the genuine prosperity of one's family, the motive to furthei 
aocumulatiott ebangea One then engages in business enterprises 
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becauB6 of & love of action and a love of power. Accumulated 
capital becomes then one of the instruments of the game. 

So loixg as the player is left in possession of this instrument 
while he is one of the players, he is not likely to be discouraged 
from accumulation merely by the fact that the State, rather 
than his heirs, gets it after he is through with it.” ^ In a like 
spirit the late Mr. Carnegie wrote : " To the class whose ambition 
it is to leave great fortunes and to be talked about after death, 
it will be even more attractive, and, indeed, a somewhat nobler 
ambition, to have enormous sums paid over to the State from 
their fortunes.” We may add the similar saying of Walter 
Kathenau : “ The object of the business man’s work, of his 
worries, his pride and his aspirations, is just his undertaking, 
be it a commercial company, factory, bank, shipping concern, 
theatre, or railway. The undertaking seems to take on form 
and substance, and to be ever with him, having as it were, by 
virtue of his book-keeping, his organisation, and his branches, 
ail independent economic existence. The business man is 
wholly devoted to making his business a flourishing, healthy, 
living organism."* Hence very heavy death duties could 
probably be levied on large fortunes — particularly on such 
parts of them as are left out of the direct line — without the 
knowledge that these taxes exist and will have ultimately to 
be paid exercising any large influence in discouraging rich 
men from saving. 

§ 12. The general result of this analysis is, unfortunately, 
vory nebulous. It is probable on the whole that, unlike the ex- 
pectation of voluntary transferences from the rich, the expecta- 
tion of coercive transferences from them by taxation will do harm 
to the dividend, particularly if the taxation imposed is heavy 
or steeply graduated. But we cannot determine the size of the 
adverse influence, even when the quantity of revenue to be raised 
aud the scheme of taxation to be enforced are exactly set out.® 

* in Social JvMkt, p. 828. Proft«*« Fisher even write* : “The 
binary normal self-made Ainerioan mBUonair* is rather disposed, 1 beliere, to 

on the inheritanoo o( hia milliona bj his oluldtea with some misgiving* 

\ qy Peiuic^ Eemamn, voL xriv. p. 711). 

8 »■ ®onjbart, QuiMuimu cf OaftiMim, p. 178. 

For a fuller disonsaiim of th* comparative effeots of various forms of 
^“tion, ef. ^ ia JhiUie Fintmec, Pwt 11. 
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THB EFFECT ON THE NATIONAL DIVIDEND OF THE EXPECTATION 
OF TKANSFEUENCES TO THE POOR 

§ 1. In turning to examine the effect on the national dividend 
of the expectation of transferences to the poor, we come at 
once into contact with a widely held opinion. The experience 
of the old Poor Law has made people very much afraid that 
any expectation of assistance from public funds will tempt the 
poor into idleness and thriftlessnesa It is common — or at 
all events was common before the war — to hear proposals for 
State aid towards housing accommodation, insurance premiums, 
or even education, denounced on the ground that they constitute 
relief in aid of wages, and are, therefore, a reversion to the 
discredited policy of Speenhamland. This reasoning is based on 
defective analysia Underlying it is the tacit assumption 
that the expectation of any one sort of transference to the poor 
acts in the same way as the expectation of any other sort. 
In reality different types of transference act in different 
ways, and nothing of importance can be said that does not 
take account of this fact The main lines of division are 
between transference which differentiate against idleness ami 
thriftlessness, transferences which are neutral, and trans- 
ferences which differentiate in fevour of idleness and thrift- 
lessness. 

§ 2. The first of these groups is made up of those transfer- 
ences which are conditional upon the recipients making 
vision for themselves on a scale that is fairly representative of 
their individual capacity. These transferences can be arrange 
as follows. First, the poorer members of the community 
classified according to the amount of provision that they 

m 
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reasonably have been expected to make ” for themselves, apart 
from any transference of resources in their favour. The 
standard of capacity set up is, of course, different for different 
sorts of people with different opportunities. For example, the 
income from savings, which a man can reasonably be expected 
to have secured at a given age, varies with his situation in 
life. If, before the war, a man on 12 b. a week had secured 
for himself an annuity oMs. a week, his thrift was much more 
real than if a man on 5 Os. had got an annuity of 3s. a week. 
The classification of different people into different groups with 
different standards may be carried out with any degree of 
roughness or exactne.ss, according to the scope and skill of the 
various classifying authorities. In ideal conditions a separate 
standard capacity would be estimated for every individual. 
Secondly, the standard having been set up, resources are 
transferred to poor persons on condition that their productive 
activity comes up to the standard assigned to them, an extra 
amount, perhaps, being transferred in recognition of any excess 
above standard to which they may attain. It is not, of course, 
necessary that the same grant should be made to all persons 
who live up to their capacity ; and, in general, we may presume 
that a poorer man satisfying this condition will receive more 
than a less poor man who also satisfies it. The kind of 
arrangement which this policy embodies has been advocated 
for certain purposes by Marshall " Should not indoor and 
outdoor relief, ” he asks, “ be so administered as to encourage 
fiT’mdence, and to afford hope to those whose means are small, 
but who yet desire to do right as far as they can ? " ' Practically 
the adoption of this ideal would mean that persons coming 
up to, or exceeding, the standard adjudged reasonable for them 
would be treated more favourably than similar persons failing 
to do this. A rough application of it is made in the rules 
governing the grant of old-age pensions in Denmark. In 
order to qualify for a pension, a man must have worked and 
saved enough to keep off the rates between the ages of fifty 
and sixty. Under this system, though, possibly, thrift, labour 
and private charity are discouraged, so far as they touch the 
provision for maintenance after sixty, “on the other hand, 
a Jbmemk imrmt, liil, p. 
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both thrift and private charity have been stimulated, so far as 
they are concerned with provision for maintenance between 
the ages of fifty and sixty. The motive for /maintaining 
independence during these years is strengtherled, and its 
effectiveness is greatly increased, by the consideration that 
a limited task, the completion of which is not so distant and 
uncertain as to deter men from attempting it, is '^all that is 
now imposed on the honest and indilstrious, though indigent, 
person, or on friends, former employers or others, who may he 
interested in helping him. Many shrink from trying what 
seems impossible of achievement, and much effort, which would 
otherwise have remained latent, has been evoked by bringing 
the task within the reach of a wider circle of persons.” ^ There 
can be little doubt that openings exist for a further application 
of methods of this kind. It is plain that the expectation 
of transferences to poor persons, engineered by means of them, 
will stimulate, and will not diminish, the contribution which 
potential recipients make towards the upbuilding of the national 
dividend. 

§ 3. The second group, neutral transferences, is made up of 
those transferences which are dependent on the attainment of 
some condition, not capable of being varied by voluntary action 
in the economic sphere, on the part of possible beneficiaries. 
It thus includes schemes for universal old-age pensions (de- 
pendent only on the attainment of a certain age), the universal 
endowment of motherhood (dependent only on the fact of 
motherhood), or the universal gift to everybody of a sum deemed 
sufficient to furnish by itself the-essential means of subsistence. 
These wide-reaching arrangements are, hitherto, nowhere more 
tlum projects. But less ambitious examples of neutral trans- 
ferences have been embodied in actual law. Under them grants 

help are made to depend, not on the performance of the 
recipient, nor on the relation between performance and estimated 

• ** Denmark and its Aged Poor," Fale Sevitv), 1899, p. 15. The follow- 
iag wntenoe from the fint report on the working of the British Unemployment 
Inraranoa ^heme is of intemt in this connection : " Twenty of our Trane 
Unions, with an estimated membership of over 88,000 in the (oompoleonW 
Insnred T^es, have begnn to make provision for unemployment since toe 
T“rf*"fr of the Act ; while other Aesooiatione making enoh provisloa have muca 
inoreesed their membetehip " ([Od- 8986], p. iv.). The help given towerdi 
fnenruiee wonld thne seem to have srimalated private effort 
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capacity, but upon estimated capacity itself. The root idea 
of this system was approached in a Report made to the Poor 
Uw Authority in 1872 by Mr. Wodehouse, in which he 
endeavoured to distinguish between relief in aid of wages 
and relief in aid of earnings. “Relief in aid of earnings,” 
he wrote, " is clearly inseparable from any system of out-relief. 
Thus, in all unions, relief is afforded to able-bodied widows 
with children, and it is dear that all such relief is in aid of 
all income obtained by the widow by washing, charing, or 
Ollier similar employments. So, again, in almost every union 
that I visited, relief is given to old and infirm men, who, 
though past regular work, are from time to time employed 
on occasional odd jobs of various sorts. Relief to these two 
classes of paupers may, I think, be distinguished from that 
system of relief in aid of wages, which was so generally pre- 
valent prior to the introduction of the present Poor Law. ” ^ 
A closer approach to the above idea is made in the treatment 
which many Boards of Guardians before the war accorded to 
old and infirm women and to widows with several children. 
They appeared to hold that, whereas most of the regular trades 
followed by men provide persons of average capacity, in full 
employment and without encumbrances, with fairly adequate 
earnings, most women’s trades do not do this. It is not at 
all obvious that a widow of ordinary ability, even without 
children, can, with reasonable hours and so forth, earn enough 
to “ maintain herself and provide for the ordinary vicissitudes 
of life.” * Hence we read : “ Once a woman is put on the 
roll (for out-relief), provided she is not guilty of immorality or 
frequent intemperance, she is not disturbed. Her earnings 
oiay rise and fall, but the relief will not vary. The inquiry 
‘‘s to her earnings is made at her first application and rarely 


* Quoted in Apjiendix, vol. xvii., to the Rtport qf tht Sayal Commission on the 
‘oor laws [Od. 4690], p. 866. 

^ Cf. Meport to the Poor Law Commission by M.r. Steel Meitland and Misa 
l Appendix, vol. xvL p. 6. The position of widows is, of course, especially 
to be difficult in diatriots where there is no establisbed women’s trade. 
® Such districts “ widows left destitute come at once for poor relief and remain 
'foughout their widowhood on the rates." Where opportimities for home work 
pauperism may be postponed — often at the expense of hours far longw 
ah*”.* P*^P« interprstation of the minimum standard, to be stipulated for in 
“*Pt«r xii., ^Cf. ibid. p. 182.) 
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afterwards. . . . One officer pat the common practice into a 
few words : * We never bother about what the women earn. 
We know they never earn ten shillings. They can always 
find room for half-a-crown.’ It follows that, in unions wheie 
minute inquiry is the exception — that is to ^y, in most 
unions — the pauper worker is not discouraged i from work- 
ing up to her full capacity.”^ The French law of 1893 
oonoeming sick relief is of kindred character, ut provides 
that in every commune there shall be drawn ub periodic- 
ally a list of persons who, if they become sick, will be 
entitled to assistance, the persons on the list being placed 
there on the ground that they have not the capacity 
to make provision against sickness for themselves. Yet 
again, the same principle is embodied in the English 
system of exacting payment (whether through recoverable 
loans or otherwise) from persons adjudged capable of making 
some contribution, to whom medical aid has been given, or 
whose children have been fed by public authority. A charge 
is made, based, not on what the actual service rendered to the 
poor man has cost, but on an estimate of the provision wdiich, 
apart from the hope of outside help, he might have been 
expected to make. Thus Circular 552 of the Board of 
Education urges that, when the parents cannot pay the full 
cost of meals provided for their children, " it is better that 
they should pay what their means permit, rather than that 
meals should given free of cost.” * In other words, an 

* Bgpofi ta the Poor Lav Oommitmon by Mias 'Williams and Mr. Jonea, 
Appoidiz, vol. zvii. p. 884. 

• Loc. eU. Par. 4. The Board's Report on the Working of the Act in laiO 
showed that the amount of money actuallyrecovercd from parents was insignificant. 
([Cd. 6181], p. 9.) This, however, was largely due to the facts (1) that many 
local Education Boards deliberately limit their provision of meals to necessitous 
children, and (2) that, when they do not do this, |:^nt8 who can afford to 
pay dislAe sending their children to meals where no distinction is made between 
payers and non-payers. (Cf. Bulkley, The Feeding <ff School ChUdrm, pp- 107-9.) 
In these oircomstanoes not many children whose parents are capable of paying 
anything are likely to be affected. In respect of lunatias the conditions are 
diffarent^ and considerable contributions horn relatives are collected. 
Reeman, Seonamie Jonmal, 1911, pp. 294 «t teg.) It must be adroit^, howevei, 
that there are considerable practical difficulties in the way of exacting payin^n 
for a servioe which it is understood will be rendered whether payment i» 
made or not. Further objection is often taken to the device of “recovers 
loans,'^ on the ground that they divnt energy from indnstrial effort to 

at evading payment As Mrs. Bosanquet observes s "Many a shilhng 
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attempt ig nmde so to arrange the State’s contribution to 
different families that it shall depend upon, «.ud vary in- 
versely with, their estimated capacity to make provision for 
themselves. 

§ 4. The way in which the expectation of a neutral trans- 
ference will react on the size of the national dividend 
depends on the kind of things in which the transference is 
made. As a general rule, of course, it is made in money. In 
these circumstances it might be thought at first sight that the 
contribution of effort and waiting which potential recipients 
make, and, therefore, the size of the dividend, will be wholly 
unaffected. This, however, is not so. For, if a man of any 
given presumed capacity knows that he will receive, say, a 
pound a week as a gift, independently of anything that he may 
earn for himself, his desire for any nth unit of money earned by 
himself is lowered. But his aversion to any rth unit of work 
that he may do remains unaltered ; or, since the extra money 
creates new opportunities for a pleasurable use of leisure, may 
even be increased. Consequently, if he continued to do the 
same amount of work as before, his aversion to the last unit 
of work done would exceed his desire for the money received 
in exchange for it. It follows that the expectation of a 
weekly grant will cause the recipient to contract the amount 
of work that he does, and, therewith, his contribution to the 
national dividend. The extent of this effect varies with the 
magnitude of the grant and the forms of (1) the schedule 
representing his desire for various amounts of money and 
(2) the schedule representing his aversion from various amounts 
of work ; but, in any event, some contraction in his contribu- 
tion to the dividend is likely, ceteris parihus, to occur. 

§ 6. The transference may, however, be made in the form, 
not of money, but of thinga If these things are things 
which, apart &om the transference, a recipient would have 
purchased out of his own earnings, or if, not being such 
things, they are capable of being sold or pawned and thus 
converted into money, the effect is the same as if money had 
^cu transferred. But transference of objects not capable of 


‘WKieasly WMted, beoauaa, if not opent, it will only go to the debt ooUector " 

Jtawmtd, 18»«, p. 228). 
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being sold or pawned, and designed to satisfy needs, which, 
apart from the transference, a recipient would have left un- 
satisfied, haye a different effect. The last unit of money 
which a man earns for himself in industry will be required 
to satisfy the same needs, and will, therefore, be/ desired with 
the same intensity as it would have been if n<^ transference 
had been made. Hence no contraction will ^ur in the 
contribution which, by work and waiting, he xqakes to the 
national dividend. Thus public parks for the (^Uective use 
of the poor, or flowers for their private use, can bd transferred 
to them, without the expectation of the transference reacting 
injuriously upon the dividend. The same remark holds good 
of general sanitary measures. The grant from State funds 
of the expenses involved in such things is on a different 
footing from the grant of funds for ordinary medical treatment. 
As the Poor Law Commissioners write : " Sanitary measures, 
for the most part, lie beyond the reach of the individual, and 
are a common need, which must be provided for in common ; 
while medical treatment is ^sentially an individual need, and 
ia, for the most part, easily attainable by the individual."' 
Similar considerations hold good, in some degree, of the gift 
of free school education, or of a portion of the costs of it— 
when the amount of education to be covered is authoritatively 
fixed — ^to the children of the poor. For some persons are 
so poor that, if left to themselves, they could not devote any 
of their earnings to the purchase of school education, and, 
therefore, the free provision of it by the State does not lower 
their desire for any unit of these earnings. Since, when 
children are taken to be educated, their parents are deprived 
of the wages they might otherwise have obtained, it may he 
that, even when to free education free meals are added, there is 
no net lightening of the costs of living to parents, and, there- 
fore, no diminution in the contribution of work and waiting 
which they find it profitable to make. In these circumstances 
the expectation of this variety of neutral transference will 
leave the size of the national dividend unaltered. 

§ 6. There remains the third possibility. There are some 
commodities and services, the demand for which is so correlate 
* Jbjport Hoyai Commiuim m Iht ypef Xaw, p. 
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with that for certain other commodities and services that the 
gift of them increases the recipient's desire for these others, 
thus increasing his desire for any rth unit of purchasing power 
that he may be able to earn, and thus, finally, increasing the 
work and waiting that he is willing to provide in exchange 
for purchasing power. It is claimed, for example, that the 
gift of medical treatment to children in some elementary 
schools reacts beneficially on the energy of their parents 
by enlisting co-operation and thought from them. The 
possibility thus opened up is illustrated in the following 
passage from Mr. Paterson’s Across the Bridges : 

At present the difficulty of school dinners centres round the 
position of the mother. Her apathy towards the education of her 
child, her severance from any sense of partnership with the school, 
makes her sometimes ready to snatch advantages, but slow to bear 
her proper shar& Her lack of responsibility arises, not from the 
fact that so much is done for her, but that so much is done with- 
out her. As long as the education of the boy is taken completely 
out of her hands, so long will she be apt to stand aloof, regard 
every committee as a natural enemy, and grasp at all that she 
can by any manoeuvre hope to be given. The absence of home 
work, visiting, reports, and all natural ties between school and 
home are the real enemies of parental responsibility. No mother 
is harmed by kindness done to her child, so long as every such 
kindness exacts from her a higher standard and ensures her active 
co-operation with the school.^ 

A like suggestion is contained in the following extract from 
the Letters of Octavia Hill : 

I sometimes dream about the time that shall come, " when we 
shall try to keep up the spirit of our poor,” not by shutting up 
their hearts in cold independence, but by giving them others to 
help, and thus rousing the deepest of all motives for self-help, 
that which is the only foundation on which to build our service 
to others.* 

An illustration of what is meant is furnished by the late 
Canon Barnett thus : 

The Children’s Country Holiday Fund, for instance, by giving 
country holidays to town children, and by making the parents 
contribute to the expense, develops at once a desire for the peace 

* Loe, eit. p, 110. * Loc. eit. p. 207. 
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and beauty of the country and a new capacity for satisfying this 
desire. When parents realise the necessity for such holiday, and 
know how it can be secured, this fund will cease to have a reason 
for existence.’^ 

In undertakings of this kind there is a field for neutral 
transferences of resources, the expectation of which not 
merely leaves the national dividend undiminishei but, by 
creating a new inducement for work and savins actually 
increases it. * \ 

§ 7. We now pass to the third main group i?f trans- 
ferences — namely, those which differentiate in favour of 
idleness and thriftlessness by making the help that is given 
larger, the smaller is the provision the recipients have made 
for themselvea Some resort to this type of transference is 
involved in all Poor Law systems that fix a state of minimum 
fortune below which they will not allow any citizen to fall. 
For, in so far as they raise to this level the real income of all 
citizens whcwe provision for themselves falls below it, they 
implicitly promise that any reduction in private provision shall 
be made good by an equivalent addition to State provi- 
sion. It is plain that the expectation of these differential 
transferences will greatly weaken the motive of many poor 
persons to make provision for themselves. For, whatever the 
standard is below which the State has determined that nobody 
shall fall, any person, who could not provide as much as this 
for himself but could provide something, will be equally well 
off if he provides nothing. In so far, therefore, as what a 
person provides for himself corresponds to what he contributes 
to the national dividend, transferences that differentiate in 
favour of small provision threaten grave injury to the national 
dividend. 

§ 8. A recognition of this fact has led many persons to con- 
sider plans for limiting the scope of this class of differential 
transference. Since everybody agrees that in a civilised State 
no citizen shall be allowed to starve, this can only be done 
by so enlarging the scope of neutral transferences that the 
elementary needs of practically all persons, whatever their 
income, are met through them. The movement in this 

* FraetieaMe SoettUum, p. 287. 
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direction is well illustrated bj the debate between advocates 
and opponents of a universalised system of old-age pensions.^ 
If, say the advocates of this plan, all persons over a given 
age, irrespective of their income, are awarded a given pension, 
there will be no differentiation tempting people in old age to 
earn smaller incomes than they are able to earn j whereas, if 
only those persona above the given age who are in receipt of 
an income below some ^pecilied maximum are awarded a 
pension, there will be an inducement to all persons, who could 
have earned an income between this maximum and chle 
maximum plvs the pension, to earn less than this 
maximum: and an effect similar in kind, though less in 
extent, will be produced by sliding-scale pension schemes. 
On the other side, however, it is pointed out, in accord- 
ance with the reasoning of the last chapter, that money 
cannot generally be collected through taxation without some 
injurious reaction on the national dividend being produced. 
This reaction is likely to be more extensive, the greater is the 
amount of the money that is raised. Since, therefore, uni- 
versal old-age pensions necessarily cost more than limited old- 
age pensions, the argument in favour of the universal form 
is confronted with an argument of the same order that tells 
against it. Exactly the same issue, somewhat complicated in 
this instance by eugenic considerations,* is raised between 
persons who wish to confine State aid for mothers to those 
families with young children in which the parents are unable, 
out of their own resources, to provide for their children 
adequately, and advocates of the “ endowment of motherhood” 
gevrQrally; and again between the advocates of free meals for all 
school children in elementary schools and advocates of free 
meals only to those whose parents cannot afford to pay for 
them. In this last case there has also to be considered the 
social awkwardness in the schools themselves of distinguish- 
ing between two c la sse s of children, and also the practical 
difficulty of determining which parents can, and which cannot, 

' I’liis controversy is presented in e clear-out form in the Report of the 
wiwtniejital Committee on Old-Age Pensions [Crod. 410], 1910. Themaaority 
oftho Committee reoomnieaded that the meana limit for pensions should bs 
* ‘’^•shed, but the minority dissented from this reoommendstitm. 

Cf. Darwin, i'h* Baeial j^edi vf ^sstsioncs, k** 
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afford to pay.^ To strike a balance between the conflict- 
ing considerations in controversies of this kind is a very 
delicate task, and one that need not be attempted here. If, 
however, the method of obviating differential transferences con- 
templated by the advocates of universal pensions and universal 
endowment of motherhood were itself universalized, in such 
wise that the minimum required for sul^istenoe wete paid out 
by the State to everybody, whatevei; his income might be, the 
task of balancing gain against loss would no longer be delicate. 
In these circumstances there can be little doubt that the type 
of reaction described in § 7 would operate so strongly that 
the dividend would be seriously injured. In any event, among 
practical politicians the device of universalising grants to large 
categories of persons, irrespective of their individual needH, 
is greatly disliked. There is no real question of pressing 
it far enough to do away with the need for differential trans- 
ferences based directly on the poverty of recipients. 

§ 9. The expectation of these transferences must, as we 
have seen, damage the national dividend. If, however, to the 
receipt of the help they give deterrent conditions are attached, 
the damage can be mitigated. Conse<juently the question 
arises, in what circumstances it is desirable, in the interest of 
the national dividend, to attach deterrent conditions to State 
aid, and what form the deterrent conditions, if decided upon, 
can best assume. To answer this question correctly we need to 
revert to the concluding sentence of § 7, in which it was indi- 
cated that differentiation in favour of people who make small 
provision for themselves injures the national dividend, only in 
80 far 08 what a person provides for himself corresponds to 
what he contributes to the national dividend. It is common 
to assume that the provision which a person makes for 
himself must correspond exactly to his contribution to the 
national dividend, and that, therefore, the contraction of 
the aggregate provision thus made — which results from the 
establishment of a system of differential transferences to poor 
people — implies an equal contraction of the national di video ^ 
This is substantially true of provision made through wor 
and through savings invested in industry and not su 
> Of. Brooks'! Labeur’t OhaUenft to the SM Onkr, p. 228 
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sequently withdrawn. But it is not true of provision 
in the form of a claim to benefit from a mutual insurance 
society, secured by the payment of previous contributions to 
that society. For what a sick or unemployed member draws 
from this source is only in small part the fruit of savings 
that have been built up into productive capital investments. 
In the main it consists of payments made out of the con- 
temporary earnings of otilier members — payments which they 
are willing to make in return for a promise that they 
themselves shall, at need, receive similar assistance; but 
payments, none the less, which represent a transference of 
real income, just as the gift of a friend would do, and not a 
creation of real income. In practice the chief part of the 
provision which poor people make for themselves, otherwise 
than by contemporary work, is made by way of some form 
of insurance, though it is loosely and popularly credited 
to saving. Consequently, we may conclude broadly that, 
while any check, caused by differential transferences, to 
the provision that poor people make for themselves through 
contemporary work involves a corresponding diminution of the 
national dividend, any check to the provision they make 
otlierwise than through work involves a very much less than 
corresponding diminution in the dividend. It follows that 
there is little to be gained by imposing deterrent conditions 
upon those recipients of State help who have failed to make 
this sort of provision. 

§ 10. But differentiation in favour of small provision 
niade through contemporary work is a serious matter. 
If, for example, it is understood that everybody’s income 
will, at need, be brought up by State aid to, say, £3 
a week, it will, generally and roughly, be to the interest 
of everybody capable of earning by work any sum less than 
£3 a week to be idle and earn nothing. This must damage 
the national dividend. How much it damages it will, of 
course, depend on how large the sum fixed on as a mini- 
ittutn is, and how many people in the country would 
normally earn by work less than that sum. If the sum 
exceeds the nonnal earning power of a large part of the 
community, the damage done must necessarily be very 
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great. It is probable that this consideration lay behind the 
recommendation of the 1832 Commission, that “ the situation 
on the whole of able-bodied paupers should not be made 
really, or apparently, so eligible as the situation of the 
independent labourer of the lowest class ” — that h to say, of 
the ordinary unskilled labourer of full age and in good health 
At that time unskilled labourers formed a verj\ large pro- 
portion of the population. To have, guaranteed to everybody 
a situation better than these labourers could ordinarily earn 
would, therefore, have threatened the nation with the with- 
drawal from work of a mass of people whose aggregate efforts 
were responsible for an important slice of the dividend. It may 
be observed, however, that to guarantee now a situation better 
than that represented by the earnings of an unskilled labourer 
of 1832 would inflict a much smaller proportionate injury 
upon the dividend, because the proportion of the population, 
who are not capable of attaining a situation better than this, 
has become much smaller. Even to guarantee now a situation 
represented by the situation of the unskilled labourer of to-day 
would have a smaller proportionate effect, because the pro- 
portion of the dividend contributed by unskilled labour now 
is smaller than it was in 1832. Plainly, however, for the 
State, tacitly or openly, to guarantee any standard high 
enough to affect a substantial number of people must threaten 
considerable injury to the dividend. Here, therefore, there is 
real scope for the Jtssociation with State help of deterrent 
conditions. Of course, there is no object in attaching such 
conditions to help given to a man who is idle because lie is 
genuinely unable to find work. The knowkidge that he 
cannot get help without these conditions will not remove this 
inability. But there is an object in attaching them to help 
given to those who are idle because they are unwilling to find (or 
to keep) work. The deterrent conditions will make them kss 
unwilling. Until recently the practical difficulty of distinguish- 
ing between these two classes of persons, coupled with a general 
and justified unwillingness to deal hardly with the former of 
them, made it impossible to arrange these conditions satifr 
ftictorily. A compromise was accepted, under which, instea 
of no deterrence on the one class and strict deterrence on t e 
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other, mild deterrence was imposed on both. This plan did, 
indeed, save the innocent from gross tyranny, but at the 
expense of leaving the guilty relatively immune and, there- 
fore, inadequately deterred. Of late years, however, the estab- 
lishment of employment exchanges has provided machinery by 
which the truth of a man’s plea that he is out of work through 
no fault of his own can be, in some measure, tested. In trades 
where the jobs, once obtained, are of “ presumed permanence,” 
if the employment exchanges are unable to find employment 
for a man who applies to them, more particularly if that man 
has a definite settled home, the plea that he is a victim of 
misfortune, and not of laziness, may be provisionally accepted. 
This test is, indeed, not easily applicable to casual trades, 
where workpeople continually alternate, between work and 
idleness ; for in these trades a man might be prepared to 
awept work for a day or so, whenever it was offered through 
an employment exchange, and yet might deliberately spend 
a much longer period out of work than there was any 
need for him to do. This difficulty must be recognised; 
and it must be admitted, further, that in the exceptional 
period of free insurance granted by the British Govern- 
ment after the armistice of November 1918, a number of 
persons obtained unemployment donation who might, had 
they wished, have been employed. But, in spite of this, there 
can be no doubt that the development of employment ex- 
changes has made it possible, over a wide field, to distinguish 
directly those who cannot from those who will not find work. 
Consequently, since the former class can be withdrawn 
altogether from the range of deterrent conditions, it is now 
feasible so to stiffen up the conditions against the latter class 
— people who are in need because they loill not work with 
reasonable continuity in private industry — as to make them 
really effective. 

§ 11. Some guidance as to the form that deterrence should 
take can be obtained from English Poor Law experience. It 
is clearly suggested, for example, that some degree of enforced 
labour is an essential ingredient. The importance of this 
filstnent is well illustarated in some of the evidence given before 
the Royal Commission of 1832. Thus one witness, in a 
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Memorandum on Liverpool, stated: "The introduction of 
labour thinned the house very much; it was sometimes 
difficult to procure a sufficient supply of junk, which was 
generally obtained from Plymouth; when the supply was 
known to be scanty, paupers flocked in; but the /sight of 
a load of junk before the door would deter them for any length 
of time.” ^ In the same spirit, the Comptroller of the Accounts 
for the township of Salford stated : '/ Finding work ^r those 
who applied for relief in consequence of being short dpr out of 
work has had a very good effect, especially when the work 
has been of a different kind from that which they have been 
accustomed to. In Salford employment to break stones on 
the highways has saved the township several hundred pounds 
within the last two years ; for very few indeed will remain 
at work more than a few days, while the bare mention of 
it is quite sufficient for others. They all manage to find 
employment for themselves, and cease for a time to be 
troublesome; although it is a singular fact that, when the 
stock of stones on hand has been completely worked up before 
the arrival of others, they have, almost to a man, applied 
again for relief, and the overseers have been obliged to give 
them relief ; but, so soon as an arrival of stones is announced, 
they find work for themselves again.” The information 
given in a later Report on the Poplar Union points in the 
same direction. But, though enforced labour seems to be 
an essential ingredient in deterrent conditions, it is not by 
itself sufficient. The chief reason for this is the extraordinary 
difficulty of making a man work for the Poor Law Authorities 
with anything approaching the energy that he would need to 
put forth for a private employer." It is practically impossible 
to set relieved persons to work, each at his own trade. Con- 
sequently some general form of labour has to be required: 
and it is impossible to fix, for a miscellaneous assortment of 
different people, any single standard of performance. Hence 
the standard exacted has to be measured to each man “ with 
due regard to his ordinary calling or occupation, and his age 
and physical ability.” Since this cannot be tested objectively, 

‘ Seporl Poor Law Ommiuitm ^ 18St, p. ISl. 

* im, p. 162 . 
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"no specified task can be enforced. The capability of the 
persons employed varies, and it can only be required that 
each person shall perform the amount of work that he appears 
to be able to accomplish. . . . The standard of accomplish- 
ment is practically fixed by the unwilling worker.”^ The 
fact that resort cannot be had to the ordinary practice of 
dismissal leaves the Poor Law Authority without any real 
defence against this tendency. Consequently potential bene- 
ficiaries are aware that the labour which will be imposed upon 
them if, through unwillingness to work in private industry, they 
become candidates for public assistance, will not be severe 
labour. Furthermore, even if this difficulty could be over- 
come, work for the Poor Law, because its certainty and 
continuity absolve those engaged in it from the risk, trouble 
and cost involved in occasional loss of employment and the 
need of finding a new job, might still prove more attractive 
than independent labour. Thus, for effective deterrence, 
something more than enforced labour is required. Dis- 
franchisement (abolished in England in 1918) and the stigma 
of pauperism are, in the opinion of practical administrators, 
quite inadequate. Consequently, for those who need support, 
but will not work to get it, resort must be had to dis- 
ciplinary measures. This implies detention under control 
without excessive leave of absence. On the Continent of 
Europe able-bodied men who fail to support themselves 
because they will not work are subjected to long periods 
of detention in labour colonies. In Belgium such persons 
may be committed to the penal colony of Merxplas for not less 
than two years nor more than seven years.® The cantonal law 
in Berne provides for their internment in a labour institution 
for any time between six months and two years.® The German 
Imperial Penal Code has a similar provision,* The practice of 
the Continent is coming to be proposed seriously for adoption 
in this country also. Thus the Committee on Vagrancy 
recommended “that a class of habitual vagrants should be 
defined by Statute, and that this class should include any 

* Report ^Uu OommitUe on Distrmt from Want (f Employment^ quoted by 

Vnemjloymmty p. 168. 

Cf. Dtwaon, 2^ Vagraney Problem, p. 188. 

* Ibid, p, 17S. * IM. p. IM. 
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person who has been three or more times convicted, during 
a period of, say, twelve months, of certain offences now 
coming under the Vagrancy Act, namely, sleeping out, 
begging, refusing to perform his task of work in casual 
wards, or refusing or neglecting to maintain himself so that 
he become chargeable to the poor rate.”^ There is no 
reason — much the contrary — why the conditi<^n8 of deter- 
rence should not be arranged with a^view to “improving” the 
deterred persons, if that be possible ; for to a man wishing to 
be idle the prospect of improvement, whether by training or 
by education or in any other way, will be as detei^nt as any- 
thing else. Detention, however, is essential. Its adoption — . 
which the development of employment exchanges as a means 
of separating the sheep from the goats has made practicable — 
would enable a far more effective system of deterrence to be 
associated with State aid to the deliberately idle than is at 
present known in this country. We cannot, however, seriously 
expect that the system will ever become perfect, enough to 
prevent the expectation of differential transferences from con- 
tracting, in some degree, the size of the national dividend. 

I JBeport qf the Departviental Committee on. Vagrmtey, toL i. p. M. 
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BOUNTIES ON THINGS PURCHASED BY THE POOB 

§ 1. So far we have been considering transferences of a direct 
kind. There remain transferences through bounties or devices 
substantially equivalent to bounties. These take three prin- 
cipal forms: first, bounties, provided out of taxes, on the whole 
consumption of particular commodities which are predomi- 
nantly purchased by poor persons ; secondly, bounties, similarly 
provided, but confined to that part of the whole consumption 
which is actually enjoyed by defined categories of poor persons ; 
thirdly, authoritative interference with prices, so contrived 
that the richer purchasers of particular commodities have to 
')ear part of the cost of what is sold to poorer purchasera. 
The first of these methods is illustrated by the special sub- 
sidies which were paid on bread and potatoes during the Great 
iV^ar to enable prices to be kept down to what was con- 
sidered a reasonable level. The second and third methods 
ire only practicable in connection with commodities and 
services which are non -transferable in the sense explained 
in Part II Chapter XVII. The second is illustrated by the 
Idsh Labourers Acts, under which, not all house-building in 
the districts affected, but only house-building for labourers 
was subsidised, and by the more general provisions which 
were adopted to meet the post-war house shortage. The 
third method is illustrated by special arrangements often 
Wade in connection with the services supplied by mono- 
olistic “public utilities.'* Whether these services are 
ctually produced by private concerns or by the public 
Authorities themselves, public authorities can, if they choose, 
“wpel sales to selected poor persons to be made at a 

787 SB 
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loss, and can arrange for this loss to be made good through 
charges to other persons higher than would otherwise 
have been permitted. This plan is adopted under a number 
of Tramway Acts, where provision is made for a convenient 
service of workmen’s cars at specially low fares. Thus “a 
recent report of the Highway Committee of the London 
County Council estimates that the loss involved py running 
the workmen’s car service is £65|932 per annu^”* The 
same policy is illustrated in another connection by the (pre-war) 
practice of the municipality of Wiesbaden, where geis supplied 
by means of prepayment meters — a more expensive method of 
supply — was charged for at the same rate as gas supplied by 
ordinary meters to all persons the annual rent of whose house 
was less than 400 marks.^ It should be noted that this method 
is not necessarily confined to commodities and services pro- 
duced under conditions of monopoly. Provided that the 
goods are, or can be made, non-transferable, it is open tc 
public authorities to fix a charge at which anybody under- 
taking a named business or profession must sell whatevei 
quantity of service is demanded by persons in a given category. 
The result will be to limit the number of persons entering 
that business or profession, till the expectation of earnings 
therefrom — derived jointly from sdes to the poor and to 
other persons, for whose purchases the charges are fixed 
by the normal play of demand and supply — becomes about 
equal to that ruling in other businesses or professions of 
a similar difficulty and disagreeableness and involving au 
equally expensive training. This, of course, implies that 
the low charges made to the favoured category of peiwus 
are assockted with charges to other categories higher than 
would have prevailed if the- low charges had not been 
enforced. 

§ 2. To all these methods it has been objected that 
they necessarily benefit unequally different poor persons whose 
circumstances are substantially similar. Professor Knoop 
writes, for example: "It is difficult to see why artisans, 
mechanics, and day kbourers, who travel in the early morning* 

I Knoop, Prineiplet of livmieifal Trading, p. 206. 

* Ibid. p. sia. 
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should receive privileges which meu and women serving 
in shops, clerks, and others, who are no better off financially, 
do not enjoy." * It may be replied that, if a thing is good 
in itself, the partial realisation of it cannot rightly be con- 
demned on the ground that complete realisation is im- 
practicable. We are not, however, concerned with the 
validity either of this objection or of the different and 
more forcible objection, f»om the side of fairness, which can 
be urged specially against the third method, namely, that 
it throws the cost of helping the poor upon particular persons, 
instead of upon the taxpayers generally For the present 
purpose it is enough to know that all three of the methods 
distinguished above have, as a matter of fact, been adopted 
over a fairly wide field. 

§ 3. The first of the three necessarily, and, if the 
categories are so chosen that people cannot practically be 
drawn by the bounty into a benefited category, the other two 
also involve “neutral transferences" in the sense explained 
in § 3 of the last chapter, and not differential transferences. 
Hence the expectation of them operates on the productive 
activity of the poor only through their effect on the marginal 
desiredness which money has to them. But they differ from the 
kind of neutral transferences so far examined in one respect. 
They will check to a small extent the contribution of work 
made by the poor, if they are granted upon things for which the 
demand of the poor has an elasticity less than unity ; but they 
will increase this contribution to a small extent, if they are 
granted on things for which this demand has an elasticity 
greater than unity. For in the former event the mai^nal 
desiredness of money to the poor will be lowered, since more 
is left over for other things ; and in the latter event it will be 
raised. As a matter of fact, bounties are most likely to be 
given on things of urgent need and, therefore, of inelastic 
demand. The check to output resulting from the consequent 
relaxation of effort on the part of potential recipients means 
*om, though probably a very small, diminution of the national 
dividend. 


* Knoop, Principles of Municipal Trading, p. 266. 
* Ot amu, Part IV. C^ptw V. J7. 
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§ 4. So far it would seem that there is little to choose 
between help to the poor by bounties and by direct neutral 
transferences. If the amount of the bounty-fed commodity 
which each recipient is to consume is fixed authoritatively, 
as under the British system of &ee and compulsory ele- 
mentary education, this is in fact so. It is so, too, if the 
amount is not fixed authoritatively, but is, for other iiteasons, not 
liable to change in consequence of* the bounty. Thus poor 
people are accustomed to buy some things through a common 
purchase fund, so organised that the payment a member has 
to make does not vary with the amount of his individual 
purchasea Sick clubs are arranged on this plan. There will 
be no inducement to a member of a sick club to increase 
the amount of the doctor’s services that he caUs for in a year 
merely because the fixed amount, that he has been accustomed to 
pay for membership of the club, is taken over and paid by the 
State. These conditions, however, are exceptional. In general, 
when a bounty, or the equivalent of a bounty, is given on any 
commodity, the purchasers, having regard to the bounty, will 
buy more of the commodity than they would have done had 
they received an equivalent subsidy in the form of a direct 
money grant. In this way resources are diverted out of the 
natural channels of production, and there is a presumption— 
which may, of course, as was explained in Part II. Chapter XL, 
be rebutt^ by special knowledge— that this diversion will 
inflict an extra injury on the national dividend, over and above 
that set out in the preceding paragraph. If the bounty is 
large enough, it may happen that the output of the bounty-fed 
commodity will be expanded so far that to the poor themselves 
the supply price, not merely in tenns of money, but in terms of 
satisfaction, exceeds the demand price, or, in other words, that 
the economic satisfaction they get from the last increment con- 
sumed is less than the economic dissatisfaction involved in 
producing it. In general the expectation of a transference to 
the poor through bounties on particular commodities is likely 
to damage the national dividend rather more than the expecta- 
tion of a direct neutral transference of equal mi^itode. fr 
spite of tJhis, however, the bounty method may still sometimes 
be better than the other, not only because there may be specw 
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economic or non-economic reasons for encouraging the con- 
sumption of the particular thing on which the bounty is 
given, as compared with other things, but also because the 
element of " charity ” is less obvious and, therefore, less damag- 
ing to the morale of the beneficiaries, when it is concealed in 
a bounty than when it is displayed in a direct dole. 



CHAPTEK «II 


THE EFFECT ON THE NATIONAL DIVIDEND OF THE FACT OF 
TRANSFERENCES FROM THE RELATIVELY RICH TO THE POOR 

§ 1. In the three preceding chapters we have been concerned 
with the effect on the national dividend of the expectation 
of transferences from the rich and of the expectation of 
transferences to the poor. These things, we have seen, are 
liable to modify the dividend of any year by reacting both 
on the contribution of work provided during that year and on 
the quantity of capital equipment made ready in former years 
against the needs of that year. The whole story, however, 
has not yet been told. In the year — any year — that we are 
considering, the dividend, as determined by these expectations, 
will be of such and such a size. Thereupon occurs the fact of 
tramferaxes from the rich to the poor. This, for the years 
yet to come, superimposes upon the effects we have been 
considering so far a new set of effects. For it involves a 
shifting, additional to any shiftings that are brought about 
by expectations, in the uses to which the dividend of the 
year we are considering is put. For the pr^ent purpose 
the accessible uses may be taken to be the provision of 
goods consumable by the rich, the provision of machines to 
assist future production, and the provision of goods consumable 
by the poor. When a transference of resources from the 
rich to the poor takes place, the third of these three 
divisions of the dividend is increased at the expense of 
the other two. Our problem is to determine the effect of 
this alteration in the distribution among different uses 
of the dividend of one year upon the magnitude of tb« 
dividend of later years. 
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§ 2. If no transference had occurred, the portion of the 
dividend due to assume the form of machines would have 
contributed to enlarge the dividend in later years. The 
portion devoted to the consumption of the rich, in so far as 
it served to make them more efficient producing agents, would 
also have done this to some extent. Among rich Arsons 
however, it is improbable that any practicable reduction of con- 
sumption — the effect might, of course, be different if a levy 
were imposed so large as to bring down incomes from £5000 
to £100— would diminish efficiency in an appreciable degree. 
Hence we may say roughly that that part of the sum trans- 
ferred to the poor in any year, which, if it had not been 
transferred, would have been converted into capital, is the only 
part that would have made a substantial contribution to the 
dividend of the future. How large that part of the transferred 
Bum is will depend to some extent on the method of taxation 
that is employed. Under the income-tax method we may sup- 
pose that in one year twenty million £ is collected from 200,000 
people by a levy of £ 1 0 0 on each ; under the death-duty method 
that an equal sum is collected from 10,000 people by a levy 
of £2000 on each. Things could, no doubt, be so arranged 
that these two plans would come to substantially the wamA 
thing. For under the death-duty method each person might 
furnish about £100 annually to insurance companies, to be 
handed over by them in payment of the death duties falling 
due during the year, instead of furnishing it, as under the 
income-tax method, to the Treasury. In actual life, however, 
it is not likely that a tax falling due from any estate 
every twentieth year will be fully provided against in the 
untaxed years that precede or follow. Consequently it is 
probable that under the death-duty method a good deal more 
than £100 will have to be furnished towards the tax from the 
resoimias accruing in the actual year of the tax, and a good 
deal less from those accruing in other years. It is fairly clear, 
however, that, as the amount withdrawn from the resources of 

year grows, people will be less and less willing, owing to 
the wrench threatened to their habits, to take it out of con- 
sumption. Consequently there will be a tendency for a lai^ 
Pwt of it to come out of such part of the taxpayers’ resources 
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as would normallj have been saved ; and, if these resources 
are not sufficient, for it to be raised by the sale of capital. 
This last arrangement does not, of course, imply the handing 
over to the State in taxation of actual capital goods, but it 
does imply that somebody else, who would otherwise have 
devoted resources to building plant and machinery, will devote 
them instead to buying the existing plant and ipachinery 
that the taxpayer is forced to sell ; wj^h the result that the new 
savings of the community as a whole are contracted by an 
amount approximately equivalent to the amount of existing 
capital that the taxpayer throws on the market. In general, 
then, the fact that death duties consist of large levies at long 
intervals in place of small levies at short intervals suggests 
that the resources transferred through them are likely to be 
drawn from potential capital more largely than would be the 
case if equal resources were collected through income tax. This 
suggestion is confirmed and emphasised by the further fact 
that, under death duties, the moment chosen for the tax levy 
is one at which the heir is entering into an entirely new 
fortune. At this moment he will not have accustomed himself 
to think of his new property as “ belonging to him ” in the 
ordinary sense: he will look upon what comes after death 
duties ^ve been paid as his inheritance,” and will not be 
spurred on to replenish with new special savings the gap that 
these duties have made in its original amount. This incident 
also makes pro tanto for the payment of the duties out of 
potential capital. The distinction between death duties and 
income tax in this respect is, however, a secondary matter. 
Even under death duties, when any given quantity of resources 
is collected from the rich, it is practically certain that some of 
it will be taken (perhaps via insurance premiums) from that 
part of their income which would, in the ordinary course, have 
been consumed. This implies that the part which would have 
become capital will not be reduced by the whole amount of 
the levy. It follows that any given transference of resources 
from the rich to the poor is bound, in itself and apart from 
the reactions discussed in the preceding chapters, to increase 
the national dividend of the future, provided that the return 
yielded by investment in the poor, through additions to 
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their industrial capacity, is not less than the return yielded 
by investment in material capital — that is to say, roughly, than 
the normal rate of interest. 

§ 3. Now it must be admitted at once that there are 
certain classes of poor persons whom no transference of 
resources could render appreciably more efl&cient. These 
classes include the great mass of those who are morally, 
nrentally or physically degenerate. The history of Labour 
Colonies both at home and abroad and the experience of our 
own special schools for the feeble-minded make it clear that, 
for this class of person, real cure is practically impossible, 

" The officials of the colonies, on being asked their opinion as 
to whether it could be said with truth that any large pro- 
portion of the men sent to Merxplas were rehabilitated, 
morally or socially, by their stay at Merxplas, replied that in 
very few cases is such reclamation effected ” : ^ and this is the 
experience of more than one colony elsewhere devoted to the 
care of the worst class of the non-criminal population. The 
fact is that, in the economic, as in the physical, sphere, society 
is faced with a certain number of incurables. For such 
persons, when they are found, the utmost that can be done is 
to seclude them permanently from opportunities of parasitism 
upon others, of spreading their moral contagion, and of breed- 
ing offspring of like character to themselves. The residue of 
hopelessly vicious, mentally defective, and other unfortunates 
may, indeed, still be cared for humanely by society, when they 
come into being, and it would be wrong to neglect any method 
of treatment that might raise the lives of even a few of them 
to a higher plane. But our main effort must be, by educa- 
tion and, still more, by restricting propagation among the 
mentsUy and physically unfit, to cut off at the source this 
stream of tainted lives. To cure them in any real sense 
is beyond human power. The same thing is true of those 
persons who suffer from no inherent defect and have lived 
in their day the life of good dtizens, but whose powers 
have been worn out by age or ruined by grave accident 
Here again, from the standpoint of investment, the soil is 

’ Heport cf the Royal Gomiaiaiwn on Ou Poor Laws, Appendix, vol. xxxii. 

('• 11 . 
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bairen. The transference of resources to these persons, in 
whatever form it is made, may be extremely desirable for other 
reasons, but it cannot yield any significant return in industrial 
capadty. 

§ 4. Fortunately, however, these idasses constitute only a 
small part of the whole body of poor persons. With the poor 
regarded generally there is no frozen fixity of quality, but 
investment is capable of real effect. At a first glance we 
might, perhaps, expect the marginal return obtainable in 
this field to be equal to what it is in industry proper. This, 
however, is not so. In a perfectly adjusted community 
capital would be invested in the nurture, education and 
training of different persons, no matter in what class they 
were bom, in such wise that, given the existing state of 
capital supply, the existing relative demand for services 
requiring different sorts of ability, and the existing state of 
industrial technique, the values of the marginal net product 
yielded by it would be equal everywhere. Thus, as between 
men with different degrees of the same kind of capacity — 
duke’s sons and cook’s sons alike — more would be invested iu 
the abler than in the less able ; and, as between men of 
different kinds of capacity, more would (in general) be invested 
in those whose kind was in keener demand. There is, how- 
ever, reason to believe that the ordinary play of economic 
forces tends unduly to contract investment in the persons of 
the normal poor, with the result that the marginal return to 
resources invested, not, indeed, in all, but in a great number of 
the poor and their children is higher than the marginal rctum 
to resources invested in machines. The ground for this belief 
is that poor persons are without sufficient funds to be able them- 
selves to invest adequately in their own and their children’s 
capaciti^, while they are also so situated that other person.s, 
who have sufficient funds, are, in great measure, debarred from 
doing this for them. Under a slave economy, or under a social 
system so organised that those, in whom alien money was in- 
ve8ted,could somehow pledge their oipacities as security for loans, 
the case would be different. But in the actual world there is no 
easy way in which capitalists can ensure that any considerable 
port of the return on money invested by them in the capacities o 
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the poor shaU accrue to themselves. If they make a loan they 
cannot exaot security for repayment; if they invest dkectly 
by providing instruction for their own employes, they have 
no guarantee— unless, indeed, they are manufacturers of pro- 
prietary goods requiring a more or less specialised kind of 

labour, which is of less value to others than to them that 

these employes will not shortly quit their service; and. even 
when there is such security, the employers must expect 
that the workers, having become more competent, will 
endeavour to exact a wage increased proportionately to their 
efficiency, and so to annex for themselves the interest on the 
employer's investment. In fact, investment in the persons of 
the poor is checked in a way analogous to that in which invest- 
ment in land tenanted by rich occupiers and owned by poor 
men may be checked. The owners cannot afford to invest, 
and the occupiers, living without proper security as regards 
tenants’ improvements, and receiving, therefore, as private net 
product, only a portion of the social net product of their 
investment, are unwilling to invest as much as the interest of 
the national dividend requires. In view of these considera- 
tions there is strong reason to believe that, if a moderate 
amount of resources were transferred from the relatively rich 
to the relatively poor, and were invested in poor persons 
with a single-eyed regard to rendering the poor in general as 
efficient as possible, the rate of return yielded by these resources 
in extra product, due to increased capacity, would much exceed 
the normal rate of interest on capital invested in machinery 
and plant.* Of course, however, in real life transferences from 
the rich to the poor are not all made subject to the condition 
that they shall be employed in the way most productive of 
efficiency. It is, therefore, necessary to examine separately 
the effects of certain principal sorts of transference. 

§ 5. First, consider transferences in the form of industrial 
training to selected persons among able-bodied adult workers. 
In this class of persons there are always a number who are 

' It Bhoold b« noted that, if the transferanoe ia very large, the resultant 
•liortage of material capital may cause the rate of interest to increase appreciably ; 

^•’“t then the advantage of Inveetment in the capacities of the poor wiU 

to be balanced against ths advsntags of investment in machines yielding 

'Doreased rate. 



748 


ECONOMICS OF WELFARE 


FT. M 


making exceptionally low earnings, because they are ill- 
adjusted to the job in which they are engaged, but who are, 
nevertheless, of good natural ability. Resources transferred to 
these persons in the form of training are likely to yield a large 
return. This fact was recognised, not merely in the special 
arrangements made for demobilised officers and men ^fter the 
war, but also in the National Insurance Act of 19111. The 
hundredth clause of that Act provided that, if, after Itest and 
inquiry, “the insurance officer considers that the skill or 
knowledge of a workman (who repeatedly falls out of Employ- 
ment) is defective, but that there is a reasonable project of 
the defect being remedied by technical instruction, the in- 
surance officer may, subject to any directions given by the 
Board of Trade, pay out of the unemployment fund all or any 
of the expenses incidental to the provision of the instruction, 
if he is of opinion that the charge on the unemployment fund 
in respect of the workman is likely to be diminished by the 
provision of the instruction.” The class of persons to whom 
this policy is especially applicable are workpeople not too far 
advanced in years, whose special skill has been rendered useless 
by some invention enabling the work they have learnt to do 
to be performed more economically by unskilled labour in 
attendance upon an automatic tool. They include, too, those 
persons whom accident or illness has deprived of some 
specialised capacity, as well as the victims of permanent 
changes of fsushion. Money spent in teaching these persons a 
new trade in place of the one they have lost is likely to yield 
a substantial return. The same thing is true of instruction 
given to those persons, if in practice they can be distinguished, 
who, with an aptitude for one sort of occupation, have acci- 
dentally, or through perversity, drifted into another. In this 
category should be included men bred in the country and well 
fitted for rural life, who have been enticed by the glamour of 
some city to abandon their proper vocation. It is, however, 
essential that the men selected for i^cultural training 
should be carefully chosen from among persons with a real 
turn for agricultural life. Frequently this has not been done. 

* On the continent of Europe, the Form Ooloniea, as dietinguiahed fro"* 
penal workhouaea, do not, in general, receive the genuine onomployed, 
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The comparative failure which attended early British experi- 
ments in farm colonies may have been due to that fact. The 
agricultural training centres established by the Ministry 
of Labour at Brandon and at Clayton in Suffolk in 1925 
appear to have had considerable success.^ The usefulness 
of such centres might perhaps be enhanced if they were not 
confined to the service of persons who have fallen out of 
employment, but were gmeral training schools of agriculture, 
open to members of the public, and so endowed with an 
industrial rather than a remedial atmosphere.’^ 

§ 6. Secondly, we may distinguish transferences in the 
form of medical attendance and treatment to persons suffering 
from temporary sickness. If these persons are not assisted 
in time — delayed help may be comparatively useless — they 
may well suffer a permanent break-down in health. Ee- 
sources transferred to them in the form of medical care and 
appropriate food are likely to prevent a large loss of capacity 
Of course, in order that good results may be attained, the 
transferences must be adequate and the medical attendance or 
supervision must not be abandoned at too early a stage. On 
this point the Minority Eeport of Poor Law Commissioners 
made a serious complaint against the administration of English 
Poor Law Infirmaries : “ No attempt is made to follow into 
their homes the hundreds of phthisical and other patients 
discharged every week from the sick wards of the Workhouses 
and Poor Law Infirmaries, in order to ensure at any rate some 
sort of observance of the hygienic precautions, without which 
they, or their near neighbours, must soon be again numbered 
among the sick.” ® Given, however, that the transferences to 
sick persons are reasonably made, there is good hope that they 
will lead to a large increase of capacity. 


'^ho are out of work i^iuat their will. The great majority of the frequenters are 
tile shiftless loafers, who, in the severer seasons of the year or in times of special 
distress, seek the shelter they offer rather than expose themselves to continued 
Want or run the risk of entering the jicnal workhouse ” (BvMttin qf the United 
States Bureau Labour, 1908, No. 76, p. 788). 

* Cf. Webb, Englith Local Oovemment, vol. iv. p. 692. 

* Cf. Beport on The Transferenee of Fmetiom of Poor Xoto AvthoritUe 
8917], p, 26. 

* Royal Comrnietion on the Poor Laws, Minority Report, p. 867. 
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§ 7. Thirdly, attention may be directed to transferences in 
the form of training and nurture to the normal children of the 
poor. Here there is immense scope for profitable investment. It 
is just when their children are young, and, therefore, in many 
ways afford the most fruitful soil for investment, that poor 
families find themselves in the greatest straits, and, » therefore, 
least able to provide adequately for themu The proWtion of 
chUdrtn who pass their earlier years jn great poverty is much 
larger than the proportion of families who are in this condi- 
tion at any one tim& Thus, taking a standard of life analogous 
to Mr. Rowntree’s poverty line. Dr. Bowley found, just before 
the war, that “ more than half the working-class children of 
Beading, during some part of their first fourteen years, 
live in households where the standard of life in question is 
not attained.”^ The same point is brought out by Miss 
Davies’s observation about the village of Cowley, that “ from 
the insignificant one-eighth of the households in primary 
poverty two-fifths, or nearly half, of all children in the parisli 
are drawn, and that only one-third of all the children are in 
households above the line of secondary poverty."* As was 
observed in Part I. Chapter VIII. § 6, the position in this 
matter has greatly improved since the war, partly through 
the rise in the real wages of unskilled labour and partly 
through the falling-off which has taken place in the average 
number of children per family. Thus in 1923-24 in Reading 
the proportion of children under 14 living in houses where 
the standard specified above could not be reached had fallen 
(assuming no unemployment) from 1 in 2 to 1 in 7.' Even 
yet, however, the position is sufficiently deplorable. Reviewing 
the statistics collected from the five towns (Northampton, 
Warrington, Beading, Bolton ~ and Stanley), Dr. Bowley 
concluded in 1924: "More than 1 in 6 (of the children) 
are in present circumstances below the line (his calculated 
poverty line) at some period of their young lives ; a smaller 
proportion are below it fmr many years consecutively." 
Properly arranged help for these children may do much towards 

* JourtuU tf liu Royal Statidieal Society Jun« 1918, p. 892. 

* L^e im <m Snglisk ViUaye, p. 287. 

* Soi l^verty tUmiiitithei t pp. 24-6. 
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building up, in the most plastic period of life, strong bodies 
and minds trained, at least in general intelligence, and, perhaps, 
also in some form of technical skill. 

Of course, if these transferences are to be fruitful, they 
must be reasonably conducted It is useless, for example, to 
spend money on educating children while leaving them the prey 
to demoralising home conditions. If they are not properly 
looked after at home, k part of the transference to them 
must be utilised in boarding them out with carefully chosen 
families, or in sending them compulsorily to an institution or 
industrial school. Thus both the Majority and the Minority 
of the Poor Law Commissioners agree that children, who are 
neglected in the homes of parents in receipt of relief, should be 
forcibly “ sent to an institution or industrial school,” ^ and that, 
for the children of “ ins and outs,” “ power should be taken to 
keep these children in institutions while the parents are 
detained in a detention colony.” ^ 

Again, it is useless, and may be even harmful, to spend 
money on educating children so ill -nourished that they cannot 
learn and merely exhaust their nervous system in trying to 
do so.* Underfed children must be provided with meals as 
well as with education, and, it need hardly be added, these 
meals must be regular and not spasmodically offered to 
different children twice or three times in a week. Probably 
the meals should be continued during the school holidays, for 
otherwise much of the benefit will be lost. In like manner, 
it is useless to spend money on educating children, if, at the 
same time or immediately afterwards, they are permitted to 
engage in occupations which inquiry shows to be destructive 
of whatever benefit education might be expected to yield. 
There is reason to suppose that many of the forms of unskilled 
labour at present open to boys not merely fail to train, but 
positively untrain, their victims. In a report presented to 
the Royal Commission on the Poor Laws Mr. Jackson well 
writes ; " Mere skill of hand or eye is not everything. It w 
character and sense of responsibility whidi requires to 

* Royal Commution on Poor Lam, Soport, p. #20. 

* lUd, p. 187. , . . „ 170 

* Of. Tho Fooding gf -Se&«rf Chddron, p. 17». 
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fostered, and not only morals, but grit, stamina, mental energy, 
steadiness, toughness of fibre, endurance, must be trained and 
developed.” But these general qualities can ill withstand the 
conditions, if these are unalleviated, of many forms of unskilled 
boy-labour. Mr. Jackson reports the view that “ the occupa- 
tion of van-boys is very calculated to destroy industry," and 
adds that " opinion is practically unanimous that str^t-selling 
is most demoralising to children. It fs not so much 4 question 
of a skilled trade not being taught as of work tirhich is 
deteriorating absorbing the years of the boy's life when he 
most needs educative experience in the wider sense.” ' It is 
plain that, if investment in the children of the poor is to be 
truly fruitful, it must be accompanied by prohibition, or at 
all events by restriction, of the right of entry into these 
occupations. 

Yet again, as with the sick, so too with the children, 
the care expended on them must be adequately prolonged. 
“ It is not sufficient to send a child of fourteen to a situation 
which may prove unsuitable, and leave it there to look after 
itself.” * In short, stupidly organised investments in children’s 
capacities — like other stupidly organised investments — will 
yield little return ; but well organised investments, and, more 
especially, investments adjusted in amount to the natural 
abilities of the various children affected, hold out large promise. 
Nor is this promise exhausted when account has been taken 
of the effect produced on average children. Among the great 
number of working-class families there are sure to be born 
from time to time children of exceptional power. Investment 
in the education of children generally should be credited with 
the effect it produces in these children. This point and 
the implications of it are put with great force by Marshall 
in the following passage; "There is no extravagance more 
prejudicial to the growth of national wealth than the wasteful 
negligence which allows genius that happens to be born of 
lowly parentage to expend itself in lowly work. No change 
would conduce so much to a rapid increase of national wealth 
as an improvement in our schools, and especially those of the 

^ Mcyal (m the Poor Lawit Appendix, voL pp. 23 7. 

* Boyd Cemmieiim on tko Pm liaieo, H^yort, p. 188. 
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middle grade, provided it be coxabined with an extensive 
system of scholarships, which will enable the clever son of 
a working man to rise gradually from school to school till he 
has the best theoretical and practical education which the acre 
can give. 

§ 8. Up to this point we have been considering traus- 
ferenoes made in selected forms and to selected groups among 
the poor ; and we have Wn that for such transferences there 
are “ openings,” in which the return probably obtainable is 
very much superior to that offered by investment in machines. 
It follows that the fact of these transferences, when they are 
managed by competent persons, is practically certain to 
benefit the national dividend. The effect of transferences 
made in a general way, in the form of command over pur- 
chasing power, cannot be determined so easily. The main 
difficulty is that many poor persons are unable, through lack 
of knowledge, to invest resources in themselves or their 
children in the best way. Thus, in a recent report of the 
Board of Education, we read : “ A large proportion of the 
badly nourished children suffer from unsuitable food rather 
than from lack of food. It is probably no exaggeration to say 
that the improvement, which could be effected in the physique 
of elementary school children in the poorer parts of our large 
towns, if their parents could be taught or persuaded to spend 
the same amount of money as they now spend on their 
children’s food in a more enlightened and suitable manner, is 
greater than any improvement which could be effected by 
feeding them intermittently at the cost of the rates.” * In 
like manner, Mrs. Bosanquet notes that some two-ninths, out 
of kowntree's three-ninths, of poverty is “ secondary " poverty. 
She writes: “The weight of the problem rests with the 
iguorance and carelessness of parents who do not lack the 
laeaus to do better ; and this view is further enforced by the 

’ Monhall, PrineiptM vf Eeommva, p. 218. Furthermore, it should be 
noticed that auch a policy will react to the advantage even of thoee members of 
the manual working olaas who are not directly touched by the improved educa- 
tional opportunities ; for it will both increase the demand for tiieir services, 
y increasing the number of persons capable of acting as business managers, 
end also diminish the supply of their services by withdrawing these men from 
imong them. 

* iGd. 6131], p. i. 
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large amount of evidence that most of the malnutrition is due 
to misdirected feeding rather than underfeeding/' ^ To charge 
the whole body of the poorer classes with ignorance and lack 
of capacity for management would, indeed, be to utter a gross 
libel A sharp distinction must be drawn between poor 
families whose income, though smiall, is fairly regular, and 
poor families where the fathers are in casual and intermittent 
employment. Families of the latter class, disorganised in 
their mental habit no less than in their homes, never knowing 
from day to day or week to week what their incomd will be, 
cannot arrange their expenditure well But families of the 
former class are in a position, if they choose, to build up a 
fairly definite standard of life. Among them there are many 
whose spending is even now arranged with extraordinary com- 
petence and wisdom ; and, if they were better off, so that the 
wife was less burdened with work and worry, it may be sup- 
posed that their present high standard would be still further 
raised. Still, though, as against some members of the poorer 
classes, the charge of incapable management is ridiculous, as 
against many members it is undoubtedly true. Nor from the 
nature of things could it be otherwise. The art of spending 
money, not merely among the poor, but among all classes, is 
very much less developed than the art of making it Tlie 
investments which people make in industry are usually 
made with the help of specialists, who are in competition 
with one another and among whom bad judgment ultimately 
means elimination ; but the investments which people make in 
their own capacities are conducted by themselves — that is to 
say, by persons who are not specialists, acting in circumstances 
where the selective influence of competition is excluded. This 
distinction can be brought out by an illustration drawn from 
within the business sphere itself. Those entrepreneurs wIjo 
produce goods for the market are subject, in general, to keen 
competition among themselves. The result is that the stupid 
and ignorant tend to be extruded, and those only continue to 
act as entrepreneurs, who approach fairly closely to the average 
level of intelligence among their class. In occupations where 

r “ Phyaical Degeneration and the Poverty Line," lUviM, J*”' 

l»04, p. 72. 
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commodities are produced, not for sale in the market, but for 
domestic consumption, and where, therefore, the competitive 
stru^le IS relaxed, the standard of competence tends, other 
things being equal, to be lowered. This point is well illus- 
trated by the history of the English textile industriea Wool 
and linen, at the time of the industrial revolution, were 
associated with the ordinary routine of peasant life, but the 
treatment of cotton was not so associated. “ Everywhere a 
professional employment, not a by-product, those who followed 
it did so for gain.” ^ The result was that improvements 
developed and spread much more rapidly in cotton manufac- 
ture than in the other textiles. It is plain that the conditions 
under which the art of spending money is conducted are on a 
par with those prevailing in domestic, and not with those 
prevailing in professional, employments. It follows that 
the main stimulus making for competence and the power 
of wise choice between dijBTerent ways of using resources is 
lacking. Thus, Professor Mitchell writes : " The limitations of 
the family life effectually debar us from making full use of our 
domestic brains. The trained intelligence and the conquering 
capacity of the highly efficient housewife cannot be applied to 
the congenial task of setting to rights the disordered house- 
holds of her inefficient neighbours. These neighbours, and 
even the husbands of these neighbours, are prone to regard 
critical commentaries upon their slack methods, however 
pertinent and constructive in character, as meddlesome inter- 
ferences. And the woman with a consuming passion for good 
management cannot compel her less progressive sisters to adopt 
her system against their wills, as an enterprising advertiser 
may whip his reluctant rivals into line. For the masterful 
housewife cannot win away the husbands of slack managers, 

the masterful merchant can win away the customers of 
the less able. What ability in spending money is developed 
among scattered individuals we dam up within the walls of 
the single household.”^ The inevitable consequence is that 
among all classes, and among the poor along with the others, 

* Cf. Okpbciu, Cambfidgt Modem Hidory, Tol. i. p. 768. 

• “The Backward Art of Spending Money," American Mcoiumie Atfiev, 
No- 2, p. 274. 
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there is a very great amount of ignorance concerning the 
comparative (marginal) advantages of different ways of spend- 
ing money. Consequently it is idle to expect that resources 
transferred to poor persons in the form of general purchasing 
power will be employed by them exclusively in the openings 
that are likely to yield the largest return of/ capacity. 
When the mistakes made are very grave, the nationaU dividend 
may gain less from the improvementa wrought in thi^ capacity 
of the poor than it loses by the withdrawal from or^nary 
investment of that part of the transferred resources, which, if 
they had not been transferred, would have been devoted to that 
use.^ There is a danger that resources transferred to poor 
persons, in the form of command over purchasing power, will, 
from the point of view of the national dividend, be wasted. 
The Boyal Commiscdoners on the Poor Laws complain, for 
example, that out-relief, as administered in many parts of 
Great Britain, serves merely “ to perpetuate social and moral 
conditions of the worst type.” ® Many Boards of Guardians 
take no measures to ascertain what recipients do with the 
relief granted to them.* “ With significant exceptions, Boards 
of Guardians give these doles and allowances without re- 
quiring in return for them even the most elementary con- 
ditions. . . . We have seen homes thus maintained out of 
the public funds in a state of indescribable filth and neglect, 
the abodes of habitual intemperance and disorderly living.” * 
§9. The practical inference from this discussion is that trans- 
ferences to the poor, made in the form of command over purchas- 
ing power, have a much better chance of benefiting the national 
dividend of the future if they are associated with some degree of 
oversight over the persons to whom the transferences are made. 
This oversight, and whatever control it may be necessary to 
couple with it, must, of course, be very carefully guarded It 

* It may possibly be objected that of £100 invested in industry, £50 or 
more goes as wages, and, therefore, is also invested in the poor. This is » 
miseonoeptlon. When £100 is invested in indnstiy, £100 worth of labour ana 
tools is devoted to mshing machinery : when it is inveated in the persons of 
people, £100 worth of labour and tools it devoted to making consumable goods 
for their nae. 

* Royal Commiotion on the Poor Lam, Majority Report, p. 102. 

* Ibid. p. 287. 

* Rioyal Comtniteion on the Poor Lawe, Minority Retort, p. 750. 
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should be based on a full recognition of the fact that people are 
not machines, and that their industrial — not to speak of their 
human — capacit]^ is a function of their moral, as well as of their 
material, surroundings. If the arrangements are such that 
persons hitherto respectable are compelled, for any considerable 
time, to associate with vagabonds and ne’er-do-weels, their in- 
dustrial character is endangered. I f, on the other hand, the gift 
of material aid is accompanied by the interest, sympathy and 
counsel of friends, willingness to work and save may be largely 
and permanently encouraged. Out of a full experience Canon 
Barnett wrote: "Many have been the schemes of reform I have 
known, but, out of eleven yeArs’ experience, I would say that 
none touches the root of the evil which does not bring helper 
and helped into friendly relations'* * A system of adminis- 
tration, in which, as in the Elberfeld and Bergen plans — copied 
in essentials by the voluntary Guilds of Help now growing up 
in many English towns ® — the elements of personal care are 
largely utilised, is thus likely to prove, even from a purely 
monetary point of view, a better investment than one depend- 
ent on mechanical rules. This consideration emphasises the 
great importance of associating voluntary effort with the official 
machinery of State aid to the poor. 

* Practicable Socialism, p. 104. 

* Cf. Mr. Snowden’s JUpori the Local Oveemment Board m OuUds tj 
Help [Cd. 66641. 
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A NATIONAL MINIMUM STANDARD OF BEAL INCOME 

§ 1. When we desire to determine whether the fact and the 
expectation of the fact, taken together, of any given annual 
transference of resources from the relatively rich to the rela- 
tively poor are likely to increase the national dividend, all 
the various considerations set out in the preceding chapters 
must be taken into account There is little doubt but that 
plans coiRd be devised, which would enable transferences, 
involving a very large amount of resources, to be made with 
results advantageous to production. Since the generality of 
these transferences will also increase the real incomes of the 
relatively poor, they must redound to the advantage of economic 
welfare in a wholly unambiguous way. Transferences which 
diminish the national dividend, on the other hand, are liable, 
through various reactions which have been indicated in the 
course of this discussion, to diminish the real earnings of the 
relatively poor ; and, if their amount is kept constant, they 
may do this to so great an extent that the earnings per year of 
the relatively poor plus the transference made to them will 
ultimately be less than their earnings alone would have been, 
had no transference been made. ~ When this happens, these 
transferences also affect economic welfare in an unambiguous 
way ; this time by injuring it. There remains, however, one 
further sort of transference, the results of which cannot be 
unambiguous. I refer to a system of transferences varied from 
year to year in such a way as to compensate for any reduction 
that may come about in that part of the income of the poor 
which accrues to them through earnings. An arrangement 
of this sort is implicitly introduced whenever a government 
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establishes a minimum standard of real income, below which 
it refuses to allow any citizen in any circumstances to fall 
For the establishment of such a minimum standard, implyine 
as it does, transferences to the poor of a kind that differentiate 
in favoM of poverty, is likely to diminish the national dividend, 
while it will, at the same time, for an indefinitely long 
period, increase the aggregate real income of the poor. To 
determine the effect, which the establishment of this kind of 
minimum standard is lilfely to exercise upon economic welfare, 
involves, therefore, a balancing of conflicting considerations. 

§ 2. Before this balancing is attempted, it is desirable to 
obtain a clear notion of what precisely the minimum standard 
should be taken to signify. It must be conceived, not as a 
subjective minimum of satisfaction, but as an objective minimum 
of conditions. The conditions, too, must be conditions, not in 
respect of one aspect of life only, but in general. Thus the 
minimum includes some defined quantity and quality of house 
accommodation, of medical care, of education, of food, of leisure, 
of the apparatus of sanitary convenience and safety where 
work is carried on, and so on. Furthermore, the minimum is 
absolute. If a citizen can afford to attain to it in all depart- 
ments, the State cares nothing that he would prefer to fail in 
one. It will not allow him, for example, to save money for a 
carouse at the cost of living in a room unfit for human habita- 
tion. There is, indeed, some danger in this policy. It is a 
very delicate matter for the State to determine authoritatively 
iu what way poor people shall distribute scanty resources 
among various competing needs. The temperaments and cir- 
cumstances of different individuals differ so greatly that rigid 
rules are bound to be unsatisfactory. Thus Dr. Bowley writes : 
“ The opinion is quite tenable that the poor are forced (by the 
effect of the law to enforce a minimum quality and quantity of 
housing accommodation) to pay for a standard of housing 
higher than they obtain in food, and that they would make 
more of their income if they were worse housed and better 
fed." 1 This danger must be recognised ; but the public spirit 
of the time demands also that it shall be faced. A man must not 
^ permitted to fall below the minimum in one department 
^ Ths MemmmmMt ofSaeM Phmom^na^ p. 173. 
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in order that he may rise above it in othera. Again, if a 
citizen cannot afford to attain the minimum in all departments 
but, by failing in one, can remain independent, that does not 
justify the State in standing aside. The State must not permit 
anywhere hours of child labour or of women’s labour or 
conditions of housing accommodation incompatible with the 
minimum standard, on the ground that, by resortj to them, 
some given family could, and, without resort to theih, it could 
not, support itself ; for, if that iS the fact, the family 
ought not to be required to support itselt There is no 
defence for the policy of “giving poor widows and in- 
capable fathers permission to keep their children out 
of school and take their earnings.”* Bather, the Com- 
mittee on the Employment of Children Act are wholly right 
when they declare: "We feel, moreover, that the cases of 
widows and others, who are now too often economically depend- 
ent on child labour, shovdd be met, no longer by the sacrifice 
of the future to the present, but, rather, by more scientific, and 
possibly by more generous, methods of public assistance.” * The 
same type of reasoning applies, with even greater force, to the 
common plea that women should be allowed to work in factories 
shortly before and shortly after confinement, because, if they 
are not allowed to do this, they and their children alike will 
suffer shocking poverty. In these circumstances it is the duty 
of the State, not to remit the law, but to defend those affected 
by it from this evil consequence. 

§ 3. There is general agreement among practical philan- 
thropists that some minimum standard of conditions ought 
to be set up at a level high enough to make impossible the 
occurrence to anybody of extreme want; and that whatever 
transference of resources from relatively ridi to relatively poor 
persons is necessary to secure this must be made, without 
reference to possible injurious consequences upon the magni- 
tude of the dividend.* This policy of practical philanthropists 

• Of. Hendenon, IndutMal Immrmee <ft PnUtd SkiUh P* 

• Seport, p. 16 , 

• It III somettmes auggeated that those very Improvomento to the ce^city 
of Uboar, whiob have been ducnased to previou* iiarte of thie book, aw 
ealottlated to ptuh eome men below the minimum standard. It ie true, m 
point of Mialysie, that increased Mpaoity of labonr u, to effeot, 
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is justified by analysis, in the sense that it can be shown to 
be conducive to economic welfare on the whole, if we beUeve 
the misery that results to individuals from extreme want to 
be ind^nitely large ; for, then, the good of abolishing extreme 
want is not commensurable with any evils that may follow 
should a diminution of the dividend take place. Up to this 
point, therefore, there is no difficulty. But our discussion 
cannot stop at this poin|. It is necessary to ask, not merely 
whether economic welfare will be promoted by the establish- 
ment of any minimum standard, but also by wJiat Tnimmnm 
standard it will be promoted most effectively. Now, above 
the level of extreme want, it is generally admitted that 
increments of income involve finite increments of satisfaction. 
Hence the direct good of transference and the indirect evil 
resulting from a diminished dividend are both finite quan- 
tities ; and the correct formal answer to our question is that 
economic welfare is best promoted by a minimum standard 
raised to such a level that the direct good resulting from the 
transference of the marginal pound tranafen-ed to the poor just 
l)alance8 the indirect evil brought about by the consequent 
reduction of the dividend. 

§ 4. To derive from this formal answer a quantitative 
estimate of what the minimum standard of real income 
established in any particular country at any particular time 
ought to be, it would be necessary to obtain and to analyse 
a mass of detailed information, much of which is not, in 
present circumstances, accessible to students. One practical 
conclusion can, however, be safely drawn. This is that, other 
things being equal, the minimum can be advantageously set 
higher, the larger is the real income per head of the com- 
munity. The reason, of course, is that every increase in 
average income implies a diminution in the number of people 
unable by their own efforts to attain to any given minimum 
standard ; and, therefore, a diminution, both absolute and pro- 
portionate, in the dami^ to the dividend which an external 

to an addition to its supply, and, therefore, involves a slight reduction in the 
fMl wage of a labour unit of given quality. In view, however, of the elaatio 
0 laracter of the demand for labour in general, the number of the unimproved 
®«n whom thie ahang w would uush over the lino of self-support wovild almost 
^wtainiy be very smaU. 
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guarantee of that standard threatens to bring about. It 
follows that, when we have to do with a group of pioneer 
workers in rough and adverse natural oiroumstances, the 
minimum standard may rightly be set at a low level But 
as inventions and discoveries progress, as capital is accumu- 
lated and Nature subdued, it should be correspondingly raised. 
Thus it is reasonable that, while a relatively pooir country 
makes only a low provision for it| “destitute” (dtizens, a 
relatively rich country should make a somewhat better 
provision for all who are “ necessitous. ” ^ 

§ 5. In this connection it is important that there should 
be no confusion as to what is meant by a rich country. For 
the present purpose country means, not Government, but people. 
There is a widespread impression that a nation’s duty to make 
provision for its poorer citizens depends upon the amount of 
money that the Government has to provide for other purposes; 
and ^m this it is inferred that the great increase in the 
British Budget required to meet the annual chargee on the 
war debt justifies, and, indeed, commands, large retrenchments 
in social expenditure. This idea is, in great measure, illusory. 
It is true, of course, that the indirect effect in checking pro- 
duction of the expectation of continuous taxation sufficient to 
yield 800 million post-war £s annually is a good deal greater 
than that of the expectation of taxes yielding 200 million 
pre-war £s. But this, though important, is a secondary 
matter. The essential fact is that, when interest is paid 
to domestic holders — the case is, of course, different with 
foreign holders — of Government securities, no part of the real 
income of the country is directly vaed up. Eesources are 
merely transferred from one group of citizens to another. No 
doubt, when a nation has to provide funds for a large internal debt 
in consequence of a war, this is a riffn that resources have been 
expended on war that might have been expended on building 
up capital equipment and so making the real income larger. 
It must not be forgotten, however, that a large part of the 
resources that were lent, for example, to the British Govern- 
ment by its citizens in the Great War, was not withdrawn 

* Thi* i* tilie term employed by the li^Joiity Oommiaeumen of the 1®®^ 
Bepctft on the Poor Lews. 
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from what would have been real capital, but was the result of 
economies in consumption and special activities in production, 
which, but for the war, would not have taken pleice. Even, 
therefore, as a sign of a countiy’s capacity to give help to 
its poor, the magnitude of an internal war debt is of little 
use. The true test of this capacity is the direct one — aggre- 
gate real income compared with population. It is, indeed, 
proper to subtract from* this the resources which are neces- 
sarily used up in unproductive ways. Thus, when a country 
is so situated that it has to devote an exceptionally large 
proportion of its real income to the upkeep of powerful 
armaments, or to the payment of interest to foreigners, 
who, in the past, have lent money to its Grovemment, or 
to machinery for preserving internal order, account must 
be taken of these things. As a rule, however, they are 
relatively unimportant. The amount of the aggregate real 
income in relation to the number of the population is the 
dominant relevant fact. 

§ 6. For the United Kingdom the best available estimate 
gives an aggregate national income, for 1913-14, represented 
at then prices by some 2250 million pounds. Deducting 
.some 250 millions for rates and taxes and some 230 millions 
for new investments, we have left a sum sufficient, if it could 
have been divided up equally without being diminished in the 
process, to yield an income of £162 to each representative 
family of 4^ persons.* Of course, as a matter of fact, it would 
have been quite impossible to pool the national income in this 
way without a large part of the flow of goods and services, 
which this money figure repre-sents, disappearing altogether. 
Apart from great improvements in productive organisation, 
which may, perhaps, bo hoped for, but certainly cannot be pre- 
dicted with confidence, there is no reason to expect that the 
real income per head of the country — we need not trouble about 
its swollen reflex in the glass of money — will be substantially 
greater in the near future than it was in 1913-14. In view of 
these facts it is plain that, wealthy as this country is, as com- 
pared both with itself in the past and with most of its neigh- 
i^urs in the present, it is not wealthy in an absolute sense. As 

‘ Of. BowUy, Tht Divitim / the Prwiua Indudry, pp. 20 et eeq. 
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things are it is literally impossible for it, by any manipula- 
tion of distribution, to provide for all its citizens a really 
high standard of living. In so far, therefore, as social 
reformers rely upon improvements in the distribution of 
wealth, as distinguished from improvements in production, 
they are bound to chasten their hopes. The natio^l mini- 
mum may rightly be set now much higher than it c(^d have 
been set a hundred or fifty years ago.* But, with theMudioncU 
average no larger than it is, it is inevitable that the na^ioTui/ 
minimum must still be set at a deplorably low level. 

§ 7. So far nothing has been said of the common view 
that, in determining the minimum standard which it will 
establish for itself, one country must have regard to the policy 
of other countries. It is widely held that the prohibition 
in England of socially undesirable practices, such as the 
employment of women at night, the use of unfeneed 
machinery, the building of factories without proper sanitary 
arrangements, or the working of unduly long hours, involve 
a larger real cost to us if undertaken here alone than if 
undertaken by all industrial countries together. The reason 
commonly given for this view, that isolated action here would 
cause a flood of imports from abroad destructive of our 
industries, fails to take account of the fact that, subject to 
certain well-known qualifications, imports cannot expand in 
the long period without exports expanding correspondingly; 
so that our industries as a whole could not suffer injury in 
the manner contemplated. It is true, however, that, if a 
handicap is imposed on productive methods in one country 
only, there will be a tendency for employing power, capital 
and labour to leave that country. If all leave in equal pro- 
portions, the general scale of the country's industry will be 
correspondingly reduced, the rate of pay per unit of every 
factor remaining much as before. The national dividend 
need not fall as much as production falls, because capitalists 
may still live and receive income here while empbying their 
capital elsewhere. Since, in fact, capital — at all events if we 
suppose the obstacle of double income-tax to be doue away 
with by international and intra-imperial agreement — is 
mobile than labour, the presumption is that capital will leave 
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in a somewhat larger proportion, and that, therefore, the 
earnings per head of work-people will fall. In whatever way 
the detail of the movement is worked out, it is plain that 
economic welfare in the country affected is likely to be 
lessened. The Injury thus indicted on it cannot, it should be 
observwi, be prevented by setting up a tariff against imports 
from countries where labour legislation is less advanced. On 
the contrary, such a tariff, by interfering with the normal 
distribution of the country’s resources among different occupa- 
tions, would, in general, make the national dividend smaller, 
and the injury, therefore, worse. If, however, the handicap 
of these high minima is extended to all important countries 
by international labour legislation, the danger that our capital 
will be driven abroad is removed — at the cost of some slight 
damage to us in the terms on which our goods exchange 
against foreign goods. 

§ 8. From these considerations it appears that the exten- 
sion by international labour legislation of regulations, which 
are both desirable in themselves and also a real handicap 
to industry, is likely, though in a way different from that 
commonly supposed, to lessen the burden which these regula- 
tions would inflict on any country adopting them in isolation. 
To this extent it will, therefore, really be easier for a country 
to rule out injurious methods and processes, if it can persuade 
other nations to move forward in company with it. Moreover, 
when the injurious methods specially affect particular indus- 
tries, an international agreement will really make it easier for 
the persons engaged in those industries to accept a veto upon 
injurious methods; and it will almost always be thov^ht to 
make this easier both for those persons and for the community 
regarded as a whole. Hence the development of machinery 
for international labour legislation may be expected to ac- 
complish something solid in speeding up improvements in 
industrial conditions. The advantage to be looked for is the 
greater in that many improvements in method, which are not 
really handicaps at all, but, through their effect on efficiency, 
net benefits, are, nevertheless, popularly believed to be handi* 
®np8, and are, therefore, unlikely to be adopted by cautious 
Btatesinen withoat scnne outside stimulus. International nego- 
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tiation may often furnish such a stimulus and give strength 
to reformers in a country where the social movement is slack 
or the power of vested interests strong. There can be little 
doubt, for example, that the Franco-Italian treaty of 1906 
led indirectly to a general improvement in Italian practice in 
the supervision emd enforcement of labour laws. At Ithe same 
time it would be a mistake to expect from the lever lof inter- 
nationalism more than it has power to give. Ii^evitably 
international minima, if they are to secure general lor wide 
assent, must lag behind the practice of the most advanced 
nations. It would be disastrous if a custom should grow up 
of regarding these international minima as national maxima ; 
for that would check the forward movement of pioneer nations, 
and so indirectly of the whole world. Just as a “good” 
employer, while welcoming the Factory Acts, will keep his own 
practice well in advance of the legal standards, so also a “good” 
nation will always maintain national laws more ambitious 
than those which at the time have international sanction.^ 

§ 9. One word should be added in conclusion. In spite of 
what was said in Part I. Chapter IX about the probable 
reaction of improved fortunes upon the standard of living, it must 
be conceded that the establishment by the State of an effective 
national minimum, since it must in effect, if not in name, 
differentiate to some extent in favour of large families, may 
somewhat increase the birth-rate among the poor. It is reason- 
able to hope that this tendency would not be very pronounced, 
since the people affected would be mainly those the size of 
whose families is not determined to any large extent by economic 
considerations. As much cannot be said, however, of an associ- 
ated tendency. The establishment of an effective minimum 
standard, if adopted in one countiy alone, might well lead to 
a considerable increase in the numbers of the population 
through the immigration of relatively inefficient poor persons 
attracted by the prospect of State aid. If it did lead to this, 
the new immigrants would consume more than they con* 

‘ The International Labour Conference of ISIS, in framing its convention 
on Women’! Employment, aimed at a hi£^ atandard. On eai^ 
provision of the Convention it fell behind the praotioe of some oountries, but tn* 
law of no country covered the whole requirement of the Couventio 
(O. Hetherington, Intemaiumai Labour LefitiaHait, p. 90). 
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tribated to the dividend; and, as their numbers grew, the 
native-born citizens of the country concerned would be 
more and more heavily mulcted to maintain them. It is, 
therefore, to the advantage of a State, which has established 
a minimum standard above that enjoyed by its neighbours, 
to forbid the immigration of persons who seem unlikely to 
attain this minimum without help from the public funds. To 
this end idiots, feeble-ninded persons, cripples, beggars and 
vagrants, and persons over or under a certain age may be 
excluded, unless they are either accompanied by relatives able 
to support them, or themselves possess an adequate income 
derived from investments.^ Unfortunately, however, it is 
exceedingly difficult to devise machinery which shall be effective 
in excluding all “ undesirable ” immigrants without at the same 
time excluding some that are “ desirable.” 

‘ For a summarj of a number of lawe on this matter, of. Griinzel, Eemmie 
hotectionim, pp. 281 et se<f. 
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UNCERTAINTY-BEARING AS A FACTOR OF PRODUCTION 

; 1. It is customary in economic discussion to class together as 
actors of production, along with the services of Nature, waiting 
md various sorts of mental and manual labour. In a world in 
vhich all future events were perfectly foreseen this catalogue 
TOuld be substantially adequate. But in the actual world some 
:uture events are not perfectly foreseen. On the contrary, in the 
^ast majority of enterprises, in the conduct of which resources are 
ffaited for, they are also exposed to uncertainty ; they are turned, 
lhat is to say, into a use, the result of which cannot be certainly 
predicted. In these circumstances it is proper that there should 
be added to the list of factors of production enumerated above a 
further group comprising various sorts of uncertainty-bearing. 

I 2. The principal reason why this arrangement is not usually 
adopted seems to be that, in practice, uncertainty-bearing is bound 
up in such intimate association with waiting that the possibility 
of separating the two in analysis is not immediately apparent 
Reflection, however, makes it plain that the connection between 
them is not a necessary or inherent connection, — that they are, in 
fact, two things generally found together, and not a single thing. 
Thus let us imagine a man in possession of a vase, which, as a 
vase, is worth £100, but, if broken, would be worth nothing ; and 
let us suppose the owner to know that this vase contains something, 
whose value is equally likely to be anything between nothing and 
£250. If the owner breaks the vase, he is, then, equally likely to 
lose any sum up to £100 or to gain any sum up to £150. The 
actuarial value of his chance is, therefore, £25, and, if there were 
^ fflillion people in his position, and they all elected to break their 
vases, the aggregate wealth of them all would probably be increased 
h about £25,000,000, In other words, the services of these 
®»illion people, in bearing the uncertainty of placing £100 each in 
^ position where it is equally likely to become anything between 
nothing and £260, are responsible for an addition of £26,000,000 
*0 national wealth. This example shows that uncertainty-bearing, 

m 
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though generally associated with waiting, is analytically quite 
distinct from it. Nor was it really necessary to seek an illustration 
so far removed from actual life. If a man contracts to deliver 100 
bushels of wheat six months hence, with the intention of buying 
thenr for that purpose on the day of delivery at a price which he 
hopes will be lower than his contract price, that man, no less than 
the breaker of the vase, provides uncertainty-bearing ^ithout pro- 
viding any waiting. Uncertainty-bearing is thus seen to be an 
independent and elementary factor of production standing on the 
same level as any of the better-known factors. 

§ 3. In the way of this general conception there are two 
serious difficulties. The first of them can be set out as follows. 
It is well known that the ordinary factors of production are two- 
dimensional, in the sense that a unit of any of them can only be 
expressed as a quantity of stuff multiplied by a quantity of time. 
Waiting consists in the provision of a given quantity of resources, 
and labour in the provision of a given quantity of labour, during 
a given period. Thus the unit of waiting is said to be a year- 
pound, and the unit of labour a year-labourer.* It would seem, 
therefore, that, if uncertainty-bearing, as a factor of production, is 
to stand on a level with waiting and labour, it must somehow bear 
a relation to time analogous to that which they bear. But un- 
certainty-bearing, unlike waiting and labour, is in its essence 
independent of time, and, so far as pure theory goes, capable of 
instantaneous consummation. Consequently, the provision of a 
given quantity of uncertainty -bearing of any sort for a given 
period seems at first sight a mere phrase without substantial 
meaning. The difficulty thus suggested is, however, obviated by 
the fact that, as a matter of practice, the consummation of any 
act of uncertainty -bearing is not instantaneous, but involves a 
process in time. The uncertainty-bearing, for example, which a 
company promoter undertakes, is not completed until the public 
has come in and allowed him to unload, and this, of course, will 
not happen till a considerable interval has elapsed. This circum- 
stance enables us to fashion a unit of uncertainty -bearing on the 
same plan as the units of waiting and of labour. This unit is 
the exposure of a £ to a given scheme of uncertainty, in an act 
the consummation of which occupies a year. The exposure of 
a £ to a succession of like schemes of uncertainty during a year, 
in acts the consummation of which occupies on the average, say, 
ten days, will thus embrace of these units. We have m 
this way obtained a two-dimensional unit of uncertainty-bearing 
analogous to the units of waiting and of labour, and the difficulty) 
which this section was designed to discuss, has been overcome. 

* Of. omu, pp. 141-2, fbotsots. 
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§ 4. The second difficulty is in this wise. Labour and wait- 
ing we objective services, the aversion to providing which may 
vary with different people, but which, in themselves, are the same 
for everybody. Uncertainty-bearing, however, it may be said, is 
in its essence a subjective state, invoked, indeed, by external 
conditions but bearing a quite different relation to these conditions 
for people of different temperaments and with different informa- 
tion. It would seem, therefore, at first sight that the amount of 
uncertainty-bearing involved in carrying through any operation 
must depend, not only on the nature of the operation, but also on 
the temperament and knowledge of the people who bear the un- 
certainty. Such a conception, however, is fatal to the symmetry 
of our analysis. If there is to be any real parallel with labour 
and waiting, we must define uncertainty-bearing objectively. Thus 
the uncertainty-bearing involved in the investment of any given 
amount of resources means for us the uncertainty-bearing which 
that investment would involve if it were made by a man of 
representative temperament and with representative knowledge. 
If the investment is actually made by a man who never feels 
subjective uncertainty, whatever the evidence, or by a man who 
possesses information adequate to destroy subjective uncertainty, 
we shall say, not that less uncertainty-bearing has been taken up, 
hut that a given amount has been taken up by a person, who, from 
temperament or information, is an exceptionally ready bearer of 
uncertainty. There is, it must be admitted, an arbitrary and 
artificial appearance about this method of defining our key term ; 
but there appears to be no way in which this can be avoided. 

§ 5. Up to this point we have taken no account of the fact 
that uncertainty -bearing, like labour, is a term embracing a large 
group of factors of production, rather than a single factor. It 
must now be observed, however, that, just as there are many 
different sorts of labour, so there are many different sorts of 
uncertainty, embodied in many different schemes of prospective 
returns, to which, in the course of industry, resources may be 
exposed. A scheme of prospective returns can be represented 
diagrammatically in the following manner. Along a base-line OX 
mark off all possible yields that may result from the ensure of a 
^ to the scheme in question ; and, through each point on OX, 
draw an ordinate proportionate to the probability, on the evidence, 
of the corresponding return. Join the tops of all these ordinates, 
as in the figure on the next page. Evidently any scheme of pr^ 
spective returns can bo represented by a curve formed upon this 
plan. Furthermore, the principal species of schemes that are liable 
to occur can be distinguished into certain broad groups. Find 
on OX a point B) such that OB represents the actuarial value 
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of the chances of the returns indicated on the cuire, or, in other 
words, such tJiat OB is equal to the sum of the products of each 
several ordinate multiplied by the corresponding abscissa, divided 
by the sum of the ordinates ; and let the ordinate through B cut the 
curve in H. In like manner, find on OX a point M, such that OM 
represents the most probable, or most “ frequent,” return relevant 
to the scheme of prospective returns under review ; Sand let the 
ordinate through M cut the curve in K. On this bitsis we may 
distinguish, in the first place, between cqrves which are symmetrical, 
in such wise that BH and MK coincide, and curves which are 
asymmetrical. The symmetrical group includes schemes of such 
a sort that, if r is the actuarial value of a pound exposed to any 
scheme, the chance of obtaining a return (r - h) is equal to the 
chance of obtaining a return (r + h), for all values of A. The 
asymmetrical group includes all other schemes. The symmetrical 



type is only possible when the conditions are such that the ex- 
posure of a pound to uncertainty cannot yield a gain greater than 
a pound, since, from the nature of things, it cannot yield a loss 
greater than this. Secondly, within the symmetrical group we may 
distinguish curves which are spread out, like open umbrellas, and 
curves which are narrow, like cl(»ed umbrellas. The former sort 
represent schemes in which a wide divergence, the latter schemes 
in which only a small divergence, of the actual from the most 
probable return is probable. Thirdly, within the asymmotrica 
group wo may distinguish curves in which MK lies respective y 
U> the right and to the left of BH. The former sort represen. 
schemes in which the most probable outcome is a moderate return 
on the money invested, but a small return is more prol^ble t an 
large one. A scheme of this kind would be embodied in a lot ery 
offering a great number of small priees and one or two bian • 
Aga in, a £ might be lent to somebody : and there might )e 
ebances of its return in full, 1 chance that 10s. wou 
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rsturned, 1 chance that 6s. would be returned, and 2 chances 
that none would be returned. The actuarial value of this 
scheme of prospect is the most probable return is £1. 

The latter sort of curves represent schemes in which the most 
probable outcome is a small return, but large returns are possible. 

A lottery of the ordinary kind, containing a few large prizes and 
many blanks, affords an example of this sort of scheme. Within 
each of the groups thus distinguished an indefinite number of 
further subdivisions coul^ be made. Of course a great many 
schemes of prospective returns are not represented by continuous 
curves, but by a few isolated points with gaps between them, 
these gaps corresponding to returns which are not possible. 

I 6. The existence of the great variety of schemes of pro- 
spective returns, each representing different sorts of uncertainty, 
might seem at first sight to vitiate the attempt, which was made in 
an earlier section, to treat “the factor uncertainty-bearing” and 
“ the factor waiting ” on the same footing. For waiting is a single 
thing, while uncertainty -bearing is a group of different things. The 
meaning of a change in the supply of waiting is, therefore, clear ; 
but how are we to conceive of a change in the supply of uncertainty- 
bearing 1 This difficulty, though it is a natural one to raise, is 
easily overcome. For, after all, uncertainty-bearing in this regard 
stands in exactly the same position as labour. Labour in general 
includes an immense variety of different sorts and qualities of 
labour. This circumstance does not prevent us from making use 
of the general concept labour alongside of the concept waiting. 
In order to render this procedure legitimate, all that we need do 
is to select in an arbitrary manner some particular sort of labour 
as our fundamental unit, and to express quantities of other sorts 
of labour in terms of this unit on the basis of their comparative 
values in the market. In this way all the various sorts of labour 
supplied or demanded at any time can be expressed in a single 
figure, as the equivalent of so much labour of a particular arbi- 
trarily chosen grade. Exactly the same device is aval a e or 
uncertainty-bearing. The uncertainty involved in exposing a 
pound to a particular arbitrarily chosen scheme of pros^c lye 
returns can be selected as a fundamental unit, and the uncertainty 
involved in other exposures can be reduced, on the ^sis o com- 
parative market values, to its equivalent in terms of mis uni . 

Boon as this is understood, an apparently formidable o s ac 
the way of assimilating uncertainty-bearing to the other factors ot 


production can be successfully overcome. 

§ 7. When the assimilation is accomplished, and all the vmous 
sorts of uncertainty, to which, in different 2°^ 

•ubmit rcBOurcBSy translfttcd into tcrna# of the u y 
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bearing involved in some representative scheme of prospective 
returns, there will be a supply schedule and a demand schedule 
for pounds to be exposed to this scheme, just as there are a 
supply and a demand schedule for pounds to be exposed to 
"waiting.” The demand price or the supply price for the ex- 
posure of any given quantity of pounds is the excess of money 
offered or asked above the actuarial value of a £ ^ exposed. 
For different quantities of uncertainty-bearing the demand price and 
the supply price will, of course, both be different. For mme quan- 
tities the supply price will be negative. Up to a pojpt, people 
will gamble because they like the excitement, even th<^ugh they 
know that, on the whole, they are likely to lose monW. But, 
though some amount of uncertainty-bearing, like some amount of 
labour, would be forthcoming for industry, even if there were 
no expectation of reward, in present conditions more is wanted 
than can be obtained on those terms. The main reason is that an 
uncertain prospect actuarially worth £100 of money is much less 
satisfactory than a eeriain prospect also worth £100 of money. 
This follows from the law of diminishing utility. One income 
of £90 plus one of £110 carry less satisfaction, other things 
being equal, than two incomes each of £100. Thus, in respect 
of such quantities of uncertainty-bearing as are actually made 
use of in modern industry, the supply price, like the supply price 
of the other factors of production, is positive; and the general 
conditions determining the value, or price, of uncertainty-bearing 
are similar to those determining the price of those factors. 

§ 8. It most be clearly understood that the payment thus 
ask^ and offered for uncertainty-bearing is by no means the 
same thing as the exceptional profits obtained by persons who 
have succeed in risky businesses. An uncertain undertaking 
is a risky undertaking. But the term risk is generally used to 
mean the chance of obtaining a smaller return than the actuarially 
probable return. This must be compensated by a corresponding 
chance of obtaining a larger return than this. Even though no 
payment whatever is made for uncertainty-bearing, the meemj^ 
undertakings in a risky business would still need to make 
exceptional profits as an offset to the exceptional losses of those 
which fail. Otherwise the whole body of investors in the business, 
taken collectively, would be obtaining less than normal returns 
from invwtment in it. The payment for uncertainty-bearing, there- 
fore, consists, not in the whole of the excess above normal profits 
earned by these successful undertakers, but only in that (generally 
small) part of this excess which is not cancelled by the corres{)on<i- 
ing loMes of othm* undertakers who have fallen out of the race. 

§ 9. It has next to be observed — and hare we follow the line 
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of thought indicate in § 4— that the supply of uncertainty- 
bearing, as defined in the objective manner there set out, will be 
increased by anything that enables people with more knowledge 
to undertake risky enterprises in lieu of people with less know- 
ledge. Every form of organisation that enables risks to be 
shifted on to the shoulders of specialists — the resort of farmers 
to speculators in grain prices through hedging on the produce 
exchange, the resort of bankers to specialist bill-brokers in 
negotiating the discount of bills, the resort of manufacturers 
for the foreign market to^ specialist export houses, and so on, 
has this effect. It may be added that a similar effect is produced 
when risky undertakings are taken over by rich persons instead 
of by poor persons. For, if a man possesses (* + 100)£, to expose 
£100 to a 6 per cent range of uncertainty is to accept an even 
chance of having (x + 105)£ or £{* + 95). But there is reason to 
believe that, not merely the desire for an extra unit of resources 
in general, but also the rate of diminution of this desire, diminishes 
as the number of units in our possession grows. It follows that 
the probable loss of satisfaction involved in accepting the above 
even chance instead of a certain (x + 100)£ is smaller the larger is 
the value of x. 

§ 10. Like any other factor of production, uncertainty-bearing 
may improve in technical efficiency. The central fact, upon which 
the improvements in it that have actually taken place depend, 
is that forecasts based uj>on existing knowledge are, in general, 
more certain when they are made about collections than when they 
are made about individual members of collections. If all the in- 
dividual members were so linked together that they necessarily 
always acted in the same way, this, of course, would not be so. 
But in many collections there are some individual members that are 
complementary to one another. Thus, on a holiday, it is uncertain 
whether indoor entertainers will make a great deal of money or 
very little money, because it is uncertain whether the weather will 
be wet or fine. In like manner and for the same reason it is 


uncertain whether outdoor entertainers will make very little money 
or a great deal of money. But the amount that the two sorts 
of entertainers together will make may be susceptible of nearly 
accurate forecast.* The case is similar with exporters and im- 
porters between countries the mutual exchange rate of whose 


i Moneys is varying ; the exporters and importers will be affected 
in opposite senses if the exchange moves up or down between 
fhe making and the completion of foreign trade contracts. In 
circumstances such as these, so soon as an organisation is set 
“P that combines the two complementary uncertainties under 


* Cf. Manhalt, Jndtutry <and Trad*, p. 265. 
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a single head, they neutralise or destroy one another. Kor 
is it only when uncertainties are complementary that combina- 
tion reduces them. The same result follows, though in a lesa 
marked degree, when they are simply independent. The measure 
of reduction to be expected from combination in these circum- 
stances is indicated in the familiar corollary to the normal law 
of error, which asserts that the “precision of an/ average is 
proportional to the square root of the number of t^ms it con. 
tains.” ^ This implies that, if there is an even chailpe that the 
investment of £100 in one assigned Venture will yield a return 
greater than £95 and less than £115, there is an even chance that 
£100 scattered among a hundred similar investments will, if all the 
causes affecting the different investments are independent, yield a 
return lying between £104 and £106. If only some of the causes 
are independent and some common, the range within which it is 
more probable than not that the return will lie will be greater than 
that enclosed between £104 and £106, but it will still bo smaller 
than that enclosed between £95 and £115. It follows, that, if out 
of a hundred people, each of whom has £100 to invest, every one 
divides his investment among a hundred enterprises, the aggregate 
amount of uncertainty-bearing undertaken by the group is smaller 
than it would have been had every investor concentrated on a 
single enterprise. The physical results of the investments taken 
together must, however, be the same. Therefore, whenever more 
or less independent uncertainties are combined together, a given 
result can be attained by a smaller amount of uncertainty-bearing, 
or, to put the matter otherwise, the factor uncertainty-bearing has 
been made technically more efficient.^ The principle thus explained 
is fully recognised by business men, and has long lain at the root 
both of insurance and of much speculative dealing on ’Change. 
Thus the segregation of the speculative clement in certain forms of 
business and its concentration upon a relatively small number of 
speculators have not only changed the distribution, but have 
reduced the aggregate amount, of uncertainty-bearing required in 
industry. In modern times the j'ange over which this principle 
can be applied has been greatly extended by three important 
developments. Of these the first is a legal change, namely, the 
concession to joint-stock companies of the privilege of limite 
liability; the second an economic change, namely, the develop 

• Bowley, EUmmt$ p. 806. ^ 

* this citcamstsnos, of oonne, permits the relesee, partly for ,, 

oonsontpUon and partly for investmeat, of resources which must 

been stored. For example, the combiuation of the community’s gold 
s coitrsl bank lowers the amount of aggr^ts gold resenre neoesssry , m 
tibe espitsl svsilsble for investmsnt, and pro tunto lowers the rate ol i« 

(Ot H. T. Brown, QmrUHf Joimtai 1010, pp. 
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ment of organised speculative markets ; the third also an economic 
change, namely, the development of the means of transport and 
communication. The ways in which these three changes have 
facilitated the application of the above principle will now be 
examined. 

§ 11. So long as liability was unlimited, it was often against a 
man's interest to spread his investments; for, if he did so, he 
multiplied the points from which an unlimited call on his resources 
might be made. The English Limited Liability Act of 1862 and 
its foreign counterparts enabled investments to bo spread without 
evoking this danger. Furthermore, intermediary organisations, 
themselves fortified by limited liability, have been developed, 
capable of spreading investments on behalf of persons whose 
resources are too small to allow of their spreading them for them- 
selves. Since the minimum share in industrial enterprises is 
seldom less than £1, the small investor’s capacity for direct 
spreading is narrowly restricted. Savings banks, friendly societies, 
trade unions, building societies, co-operative societies, trust com- 
panies and so forth — all of them limited liability associations — are 
able, however, to put him in a position as favourable in this 
respect as is occupied by the large capitalist. Nor is it only 
the spreading of investments that the system of limited liability 
has facilitated. It has also made possible the spreading, or com- 
bination, of risks in a wider sense. For, in general, each business 
deals directly or indirectly with many businesses. If one of 
them fails for a million pounds, under unlimited liability the whole 
of the loss falls on the shareholders or partners — provided, of 
course, that their total resources are adequate to meet it — 
but under limited liability a part of it is scattered among the 
shareholders or partners of a great number of businesses. Hence 
any shareholder in one business combines with the uncertainty 
proper to his own business some of that proper to other busi- 
nesses also. .It follows that the range of uncertainty, to which 
a normal £100 invested in industry is subjected by reason of 
failures, is still further diminished in amount This advantage 
is additional to, and quite distinct from, any direct national 
gain which limited liability may give to a country by throwing 
a part of the real cost of its unsuccessful enterprises upon 
foreigners. 

§ 12. The development of orf^nised speculative markets 
enables the producing classes to shift uncertainty-bearing on to 
speculators, in whose hands they in great part cancel out. Thus 
the miller, who is contracting to deliver flour at a fixed priw 
some months hence, can protect himself by buying “ a future ” in 
wheat at the same time that he makes his contract, and afterwards 
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selling the “ future ” pari pom with purchases of “ spot ” wheat of 
various grades as he needs them for his milling. In like manner, 
the farmw can protect himself by selling a future at an early Btage| 
and afterwards buying to cover it in the speculative market at 
the same time that he sells his actual wheat in the spot market. 
Plainly these processes involve a large reduction in the amount of 
uncertainty-bearing that has to be undergone to acisomplish a 
given result. The chief conditions needed to render any class 
of products suitable to be handled in the type oft organised 
market that permits of their use have been succinctly stated by 
Marshall as follows: “(1) That the product is not quickly 
perishable ; (2) that the quantity of each thing can be expressed 
by number, weight, or measure; (3) that the quality can be 
determined by tests that yield almost identical results when 
applied by different officials, assumed to be expert and honest; 
and (4) that the class is important enough to occupy large 
bodies of buyers and sellers.” ' 

§ 13. There remains the development of the means of com- 
munication. This facilitates the combination of uncertainties 
in one very simple way. It puts investors into contact with 
a greater number of different openings than were formerly 
available. This effect, though of great importance, is so 
obvious and direct that no comment upon it is required. There 
is, however, a more subtle way in which the development in 
the means of communication works. Dr. Gassel has obseived 
that industrial firms have, in recent times, been lessening the 
quantity of stock that they carry in store waiting to be worked 
up^ relatively to their total business. The improvement in this 
respect applies all round. As regards production, '‘there is, in 
the best-organised industries, very little in the way of material 
lying idle between two different acts of production, even if these 
aets have to be carried out in different factories, perhaps at great 
distances from each other. A modem iron-works has no large 
stock either of raw materials or of their product, yet there is a 
continuous stream of ore and coal entering, and of iron being 
turned out of it."* In like manner, factories are coming to keep 
a smaller amount of capital locked up in the form of reserve 
machines not ordinarily in use. The same tendency is apparent 
in retail trading. The ratio of the average amount of stock kept 
to the aggragfLte annual turn-over is smaller than it used to be. 

“ Under modem conditions the trade of the country is conducted 
on a retail system which is growing year by year. The practice 
of keeping large stocks has almost ceased, and goods are ordered 

’ Inditsirt/ and Trade, t>« 259. 

* Thi NeUwre and KeemUiy ^ Inimdt p# 129# 
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in quantities only sufhcient to meet the current demands,”^ One 
reason for this is the improvement in the means of communi* 
cation. * The trunk lines of America, with their wide-spreading 
branches, enable merchants in the cities and the larger towns 
to replenish their counters and shelves every day. Stocks, 
therefore, need not be so large as of old, when, let us say, 

a whole winter’s goods were laid in by October The 

inter-urban roads are extending these advantages to the village 
storekeeper, who, in the^orning, telephones his wants to Toledo, 
Cleveland, or Detroit, and, in the afternoon, disposes the ordered 
wares on his shelves."^ Now, prim facie, this change of custom 
would seem to be of little significance. After all, a reduction in 
the amount of finished goods held by retailers, of reserve machinery 
held by manufacturers, and so on, does not necessarily imply a 
reduction in the aggregate amount of these things held by the 
whole body of industrialists. On the contrary, we are naturally 
inclined to suggest that the wholesaler and the machine-maker 
must increase their stocks pari pam with the decrease in the 
stocks of their clients. As a matter of fact, however, this sugges- 
tion is incorrect. The reason is that the wholesaler and the 
machine-maker represent points at which uncertainties can be 
combined. The development of the means of communication, 
therefore, in so far as it directly transfers to them the task of 
bearing uncertainty, indirectly lessens the amount of uncertainty 
that needs to be borne. Uncertainty-bearing, in short, is rendered 
more efficient. The same result as before can be achieved with a 
smaller quantity of it, or, what comes to be the same thing, with 
t smaller quantity of waiting designed to obviate the need for 
employing it 

* loglii, Seport of the Board of Trade Railmy Gonfemee, 190#, p. 88. 

* lies, hmtere at H^ork, p. 488. 
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THB MEASURElOiNT OF ELASTICiriBS OF DEMilEB 

§ 1. With the mformation at present available it is not possible 
to lay down any propositions about the elasticity of demand for 
different commodities beyond those general propositions that are 
set out in Part II. Chapter XIV. As has been pointed out by 
Marshall,' attempts to determine the elasticity of demand for any 
commodity in any market by a direct comparison of the prices 
and the quantities consumed at different times are exposed to 
very great difficulties. If it could be presumed that the reactions 
exercised by price^rhanges upon quantity demanded came about 
immediately, if the association of actual price -changes with 
people’s expectation of connected future price-changes in the same 
or the opposite direction could be eliminated, and if allowance 
could be made for those upward and downward shiftings of 
demand schedules, for which movements of confidence and altera- 
tions in the supply of monetary purchasing power are responsible, 
a comparison of the percentage changes of price between 
successive years with the percentage changes in consumption 
between the same years might, for commodities about which 
adequate statistics exist, yield a rough numerical measure of 
elasticity for amounts of consumption in the neighbourhood of 
the average actual consumption.^ It seems that for certain com- 
modities the above presumption can reasonably be made. On 
the basis of it Professor Lebfeldt calculated, immediately before 

I Emmiu, pp. 109 d teq._ 

• Brofeasor Moore, In hi* JStonomic Oj/eUs (chapter* b, and t.), make* calcula- 
tions of the " elasticity ” of demand for certain commodities without resort to the 
alkwanoas stipulated for in the text Bnt, u he himself fnlly recognises, the 
daaticity, wbi^ his method enable* him to measure, is not the same thiuK' 
•a, and is not, in general, equal to, the elasticity of demand as defined by 
Mandiall utd employed here. MarshaH's elasticity, if known, wwld make 
it possible to pradiet how fw the introdnetion of a new canee modifying supply 
in a given manner wonid affeel prioee ; Profeaior Moore’e to predict with whs 
priocMtiiangei ohangee in supply coming about natnrally, in company with sue i 
faiitms other ohangee ae have hitherto been found to accompany them, are 
li]udj to be tmdtded. That thia distinction is of great practice importi"<* 
it tiunm by the filet that, whersaa the elaatioity of the demand for pig-M 
in MandtsH’s lenaa, is, of course, negative—tbat is to lay, sn in<3^ 
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the war, that the elasticity of the aggregate demand for wheat 
in the United Kingdom was about ~ 0-6.^ But there is little 
hope that many elasticities will lend themselves to calcula- 
tion in this direct way. It is, therefore, important to inquire 
whether^ any indirect method of calculation is available for 
overcoming difficulties due to the slowness with which reactions 
work themselves out.* 

§ 2. Some years ago I devised a method, the basis of which is 
a comparison of the amounts of a commodity consumed by persona 
of different incomes at a given price, instead of a comparison of the 
am ounts consumed by persons of g iven incomes at different prices. 

supply involves a fall in price the elasticity in Professor Moore's sense, as calcu- 
lated from his statistics, is positive. The reason for this is that the principal 
changes in the price of pig-iron that have in fact occurred are mainly caused by 
expansions of demand (general uplifts in the demand schedule), and not 
by changes in supply toking place while the demand schedule is unaltered. In 
certain conditions it might be possible to derive Marshall’s elasticity from Professor 
Moore’s elasticity, provided that the reactions exercised by supply changes upon 
prices could be presumed to take place very rapidly. Apart from this presump- 
tion derivation would be impossible, however ample the statistical material. 

J Ecofumie Journal^ 1914, pp. 212 el seq. 

2 The direct method and any possible indirect method are seriously 
hampered by the fact that the elasticity of demand for a thing may be different 
in re.«ij)ect of different amounts. Thus suppose we start with a consumption A 
at a piice P : that the price rises by p per cent, and that this rise is the direct 
and sole cause of a fall in consumption of a per cent We cannot infer that the 

elasticity of demand either for oonsumption A or for consumption A^l 


is equal to - ^ unless p is small— strictly unless it is infinitesimal. If p is 

not small, some assumption as to the relation of neighbouring elasticities must 
bfi made before any inference can be drawn. One [*os.sible assumption is that the 
demand curve is a straight line. On this assumption the elasticity of demand in 

ie3j)ect of oonsumption A will be - and in respect of consumption 

P 

i^) be - ~ Another possible assumption is that the 

elasticity of demand is constant for all amounts of consumption from A to 
^ ^1 ** assumption it can be proved, as Dr. H. Dalton has 


poiuitHi out to me, that the said elasticity is not ~ but 


lOo) 

Tins niMt lie between -- and : end ia probably not far from 

p p 100 — a 

a /iooTp 
“5V ioo 
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Statistical data needed for this method are found in family 
budgets. Considerable attention has been paid both by State 
Departments and by private persons to the study of these budgets* 
and a number of tables have been printed to show the propor- 
tion of their income which families in different income groups 
expend upon the various principal sorts of commodities. It is 
possible so to manipulate these data as to derive from them 
information about certain elasticities of demand. 

§ 3. Let us suppose that the dataware better than they are, 
and that our tables give the expenditure of the group of work- 
people whose wages lie between SOs. and 31s., of the group whose 
wages lie between Sis. and 328., and so on continually for all 
wage levels. With this close grouping we may fairly assume that 
the tastes and temperament of the people in any two adjacent 
groups are approximately the same. That is to say, the desire 
for the xth unit of any commodity (or group of commodities), the 
demand for which is not markedly correlated with the demand for 
other commodities, is equal for typical men in the SOs. to 31s. 
group and in the Sis. to 328. group. Let the quantity of desire 
for the xth unit of the commodity be : or, in other words, y 
being the desire for the xth unit, let the desire curve for the com- 
modity be represented by We are entitled to assume 

further, in the absence of special knowledge as to the existence 
of correlation, that the desire curve of both groups for the com- 
modity is independent of the quantity of other commodities 
consumed and, therefore, of the marginal desiredness of money. 
Lot this marginal desiredness to the lower and higher income 
groupe respectively be /Aj and /aj, and the quantities of the com- 
modity consumed by these groups and Then, since the 
price paid for the commodity must be the same for both groups, 

we know that this price p is equal both to — </>(«!) and to 

H hL 

These two expressions are, therefore, equal to one another. But, 
if, as it is reasonable to suppose when the incomes of the two 
groups are close together, x^ differs only slightly from uiay 

in general be written <^Xj) + {x^ - x^)<l>'(x ^) ; 

But the elasticity of the desire curve in respect of any consumption 
*, is known to bo equal to Let this elasticity he written 

It follows that 




fti-.. 


*1 H-'H 



M MEASTJEEMENT OF ELASTICITIES OF DEMAND 785 

But, ain^ a small change in the consumption of any ordinary 
wmmodity, on which a small proportion of a man’s total income 
is spent, cannot involve any appreciable change in the marginal 
desiredness of money to him,^ the elasticity of the desire curve in 
respect of any consumption is equal to the elasticity of the 
demand curve in respect of that consumption. Therefore the 
elasticity of demand, as well as the elasticity of desire, of the lower 
income group, in respect of its consumption of units, may be 
represented by when 4 

_A_, 

IH-fh 

k E we knew the relative values of and this equation 
would enable us to determine the elasticity of demand of the 
lowest income group for any commodity, the demand for which is 
not markedly correlated with the demand for other commodities, 
in respect of such quantity of the commodity as that group is 
consuming. Similar equations would enable us to determine the 
corresponding elasticities of each of the other income groups. If 
it is objected that our result would in practice be impaired by the 
fact that the higher income groups are apt to consume a better 
quality of commodity, and not merely a greater quantity, than the 
lower income groujis, the difficulty is easily overcome by substitut- 
ing in our formula for the quantities of the commodity that are 
consumed by the different groups figures representing their aggregate 
expenditures upon it. This device escjipes the suggested objection by 
treating improved quality as another form of increased quantity. 
In order to obtain the elasticity of demand for the commodity as 
a whole, it would be necessary to calculate the separate elasticities 
for ail income groups and to combine them on the basis of the 
quantity of purchases to which they respectively refer. 

§ 5. Unfortunately we do not know, and cannot ascertain, the 
relative values of and Consequently we are estopped from 
using the above analysis to determine the elasticity of the demand 
for any commodity in absolute terms.* But this does not block 

’ Strictly, of course, such s change must involve some alteration in the 
marginal desireciness of money, unless the demand for the commodity in quesdon 
has an elasticity equsl to unity. If the elasticity is anything other than this, 
» change in the conaumjition of the commodity will be accompanied by a trans- 
ference of mousy from esfieiuliture upon it to expenditure upon other things, or 
vice mrsa. This must affect the marginal dcsirwlness of money spent on these 
things, and its marginal desiredneas, if affected in one field, is, sinoe it must be 
the same in all, affected in all 

Professor Vinoi, in his very interesting monograph L' elaeiieU^ dei eonsumi, 
inggests that the method described above can be extended to yield an absolute 
mwure of elasticity reference to the distiuction between nominal and real 
prices. The money prioe paid by the higher iueoroe group is the same ss that 
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our investigation. For, by the process indicated above, 
elasticities of demand in any income group can be detwmii 
for all the things consumed in that income group, in express! 
into which /uj and enter in exactly the same way, namely. 

the term ^ If, then, the several elasticities be vm, 

fJL^ / *** 

and so on, any one of them can be expressed in terjus of i 
other without reference to and fu. These unki^owns 
eliminated, and we obtain the formula * 


This result, it should be observed, only follows directly from th 
preceding argument, provided that the commodities concerned ar 
both such that only a small part of a typical man^s income i 
normally spent upon them. In general, however, though th 
absolute formula for elasticities, from which the result is derivec 
is only valid on this assumption, the above comparative formula i 
approximately valid also for two commodities on which a larg 
part of a typical man's income is spent, so long as the par 
spent on the one does not differ greatly from that spent on the othei 
The reason for this is that the errors in the two formulae fo 
absolute elasticities, which have to be combined, will tend to balaiic 
one another. Our comparative formula is seriously suspect onij 
when it is used to obtain the relative elasticities of the demands o 
a group for two things, on one of which that group spends a largi 
proportion, and on the other a small proportion, of its income 
Apart from this, the formula, when applied to the statistics o 
quantities of, or expenditures upon, different commodities bj 
neighbouring income groups, enables us to determine numericall} 
the ratio of the elasticity of demand of any income group for anj 


paid by the lower income group. But the real price is, he holds, less than tlm, 
in the ]woportion in which the income of the higher income group excwis that oi 
the lower. Thus, if the higher income group has 10 per cent more income, an 
equal money price |iaid by it implies a real price as great ; and the eksticitj 
of demand is obtained by dividing a virtual price difference of ^th into what- 
tw faction represents tbs assoeia^ oonsumprion difference (he. cU. p. 22). Tina 
procedure is, however, illegiUmate, because, on the assumptions taken, the 
price of iUl commodities to tbs higher income group is Jfths of what it is to 
lower income group. Oonseqaently, the difference in the consumption of any 
parfhular commodity is not due solely to the difference in price of that oommothtyf 
and cannot, therefore, in general, be inserted in the formula for elasticity of dt‘n)sn» . 
Professor Vinci has, in fact, taciriy assumed that the marginal deairedness 
is equal for the two groups — an assumption which would only be 
the demand of both for the sum of commodities other than the prticuUr o 
under investiffation had an elastioitT eonal to nnltv* 
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one commodity (in respect of the quantity of the commodity 
actually consumed by it) to the elasticity of demand of the group 
for any other commodity. This information will often be valuable 
in itself. It is important to know whether the demand of workers 
with 35s. a week for clothes is about twice, or about ten times, as 
elastic as their demand for food. But the information is also 
valuable indirectly. For, if we can in some other way — through 
the examination of shopkeepers’ books or otherwise — determine 
the elasticity of demand of jyiy income group, or collection of income 
groups, for one thing, we have here a bridge along which we 
may proceed to determine the elasticity of their demand for all 
other things. 

§ 6. In explaining the above method I have, as indicated at 
the outset, assumed that our data are better than they are. This, 
I think, is legitimate, because there is no reason in the nature of 
things why these data should not be improved ; and, indeed, 
there is little doubt that they will be improved. Even then, of 
course, any one attempting a detailed application of the method is 
certain to encounter serious difficulties, among which, perhaps, not 
the least will be that of deciding how far to treat different com- 
modities separately and how far to group them together according 
to the purpose which they jointly serve. When put to the test, 
these difficulties may, no doubt, in some applications, prove insur- 
mountable. From the results of an experiment made upon figures 
given in the second Fiscal Blue-book (pp. 215 and 217), I am, 
however, tempted to hope for better things. The figures refer to 
the expenditure upon “ food ” and “ clothing ” of groups of work- 
l)eople whose wages were respectively under 208., between 20s. 
and 25s., between 26e. and SOs., between SOs. and 35s., and 
between 35s, and 408. My method gave the ratio of the 
elasticity of demand for clothes to that for food for the several 
groups as follows : 


Workmen under SOa ..... 1*16 

From 20a. to 268, . . • . • l'3l 

Prom 26a to SOa 1'62 

Prom SOa to S6a ..... 1‘25 

From 36a to 40a ..... 2 46 


Aiwt from the drop in the ratio for workpeople earning 
from aOs. to 35a — and it may be remarked in passing that the 
instances from which the average in this group is made up are 
only half as numerous as those in the two adjacent groups these 
figures are continuous and in no wise incompatible with what we 
*hould expect from general observation. It is natural that among 
the very poor Uie demand for clothes should be nearly as inelastic 
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M the demand for food, and that, aa we proceed to groups of 
greater wealth, its relatiTO elaetioity should grow. This small 
experiment, therefore, is not discouraging, and it is much to be 
desired that some economist should undertake a more extended 
study along similar lines.' 

^ Of. mj artiole **A Method of Determining the Numerical Valiie of Elasticities 
of Demand/* Sconomic Jcumai of December 1910* » 



AP^'ENDIX III 


A DIAGRAMMATIC AND MATHEMATICAL TREATMENT OF CERTAIN 
PROBLEMS OF COMPETITION AND MONOPOLY 

The purpose of this Appendix is to investigate certain matters 
of imre theory which cannot be handled easily without the help 
of some sort of technical apparatus. 

I 

NORMAL SUPPLY PRICE 

I 1. I define the normal supply price of any quantity of 
output as the price which will just suffice to call out a regular 
flow of that quantity when the industry under review is fully 
adapted to pr(^ucing that quantity and no monopolistic action is 
undertaken, Prima fade the supply price of an industry may fall, 
remain stationary or rise, as the output of the industry increases. 
According as it does one or other of these things, the industry 
will be said respectively to obey the law of decreasing, constant 
or increasing supply price.* The same industry may, of course, 
obey one of these laws in respect of some quantities of output and 
another in respect of other quantities. It is proposed to study 
generally the way in which the relation between variations in 
normal supply price and the variations in quantity of output is 
determined. 

§ 2. Most industries are made up of a number of firms, of 
which at any moment some are expanding, while others are 
declining. Marshall, it will be remembered, likens them to trees 
in a forest. Thus, even when the conditions of demand are 
constant and the output of an industry as a whole is correspond- 
ingly constant, the output of many individual firms will not bo 
constant. The industry as a whole will be in a state of equilibrium ; 
the tendencies to expand and contract on the part of the individual 
firms will cancel out ; but it is certain that many individual firms 

* Of: MU, Part IL Oh. XL 
789 
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will not themselves be in equilibrium and possible that none will 
be. Wheuiconditions of demand have changed and the necessary 
adjustments have been made, the industry as a whole will, we 
may suppose, once more be in equilibrium, with a different output 
and, perhaps, a different normal supply price ; but, again, many, 
perhaps all, the firms contained in it, though their tendencies to 
expand and contract must cancel one another, will, as individuals 
be out of equilibrium. This is evidently a state of things the 
direct study of which would be highly complicated. Foi^tunately, 
however, there is a way round. Since, when the output of an 
industry as a whole is adjusted to any given state of demand, the 
tendencies to expansion and contraction on the part of individual 
firms cancel out, they may properly be regarded as irrelevant so far 
as the supply schedule of the industry as a whole is concerned. 
^Vhen the conditions of demand change, the output and the supply 
price of the industry as a whole must change in exactly the same 
way as they would do if, both in the original and in the new state 
of demand, all the firms contained in it were individually in 
equilibrium. This fact gives warrant for the conception of what 
I shall call the equilibrium firm. It implies that there can exist 
some one firm, which, whenever the industry as a whole is in 
equilibrium, in the sense that it is producing a regular output y 
in. response to a normal supply price p, will itself also individually 
be in equilibrium with a regular output The conditions of the 

^ Marshairs statements about his representative firm show that this is 
conceived as an equilibrium firm.” But it is also something more. It is a 
firm of^ in some sense, average size, Marshall pictures it as a ** typical ” firm, 
built on a scale to which actual firms tend to approximate ; for some purposes he 
suggests that it might be well to picture to ourselves several different typical 
firms, one, for example, in the oomftany form, another, probably smaller, in the 
private business form. That this conception is appropriate to actual conditions 
is well shown by the studies of the sizes of a number of actual businesses carried 
out in 1914 by Sir Sydney Chapman and Mr. Ashton. They conclude: 
** Generally speaking, there would seem to exist in industries, or branches of 
industries, of adequate size, under given sets of conditions, a typical or 
representative magnitude to which businesses tend to grow, typical proportions 
between their parts and typical constitutions. ... As there is a nornial 
size and form for a man, so, but less markedly, are there normal sizes 
and forms of businesses. ” (The sizes of businesses mainly in the textile industry. 
SUuMictU Journal^ 1014, p. 612.) This is not surprising. For, if we so far 
abstract from reality as to supiKwe that there are Urge numbers of ^wople of 
each grade of managing ability, each industry will tend to call to its firms men 
of th^ grade whose comparative effideacy ” is greatest there. If y h« 
output of the industry, x the output of the typical firm, and F(«,y) the tow 
coat to that firm of its output, F will be a definite function determined by 
technical conditions, and for any assigned value of y, x wiU be given by tno 

•qitttion 

For my mor« limited purpose, howerer, it is not neoeissry to postulate that 
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industry are compatible with the existence of such a firm ; and 
the implications about these conditions, which, whether it in fact 
exists or not, would hold good if it did exist, must be valid. For 
the purpose of studying these conditions, therefore, it is legitimate 
to speak of it as actually existing. For any given output, then, 
of the industry as a whole, the supply price of the industry as a 
whole must be equal to the price which, with the then output of 
the industry as a whole, leaves the equilibrium firm in equilibrium. 
The industry, therefore, gonforms to the law of increasing, constant 
or decreasing supply price according as the price which leaves the 
equilibrium firm in equilibrium increases, remains constant or 
decreases with increases in the regular rate of output — we are not 
here concerned with short-period fluctuations — of the industry as a 
whole. In industries which consist, not of many firms but of one firm 
only, the industry as a whole and the equilibrium firm are, of course, 
identical, and there are no firms other than the equilibrium firm. 
In what follows we are concerned (1) with industries in which 
the outputs of the individual firms are small relatively to the 
output of the whole industry, which implies that Xf, the output of 
our equilibrium firm, is small relatively to y ; (2) with industries 
consisting of one firm only. The difficult intermediate case of an 
industry in which av is neither small relatively to y nor yet 
equal to y — a case involving some measure of indeterminateness 

will be left out of account. It is assumed throughout that 

outsiders are not excluded from the industry under review by 
legal rules or clubbing devices. 


II 


many-firm industries 


§ 3. Marshall’s discussion of internal and external economies 
has made familiar in a general way the idea that the long-perio 
production costs of an individual firm in a many-firm industry 
times depend, not on the size of its own output only, but also on that 
of the industry as a whole. This idea needs, however, to be set 
out in precise form Three stages may be distinguish^, in the 
simplest stage the individual firm’s costs depend solely upon its 
own output. There are no external economies or diseconomies, 
and such internal economies or diseconomies as there are are 
wholly unaffected by variations in the scale of the industry as a 
whole. If we write y for the output of the industry as a whole 


•her# u any repnwentatira or typical size of ,, 

varieties of size, not concentrated about any norm. All nossile f« 

one arm is-or, rather, that the condition, are such u ^ m^e it possible lor 

firm to be-^on ** ocjuilibrium firm in the sonae dofiuoQ 
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and for the output of the equilibrium firm, the money costs of 
the equilibrium firm are measured by Fr(Zr). In the next stage 
the individual firm’s money costs consist of two parts, one depend- 
ing on the size of its own output, the other on that of the output 
of the whole industry. We may call the former, if we will, 
internal costs, the latter external costs. The latter will consist 
of the firm’s expenditure on the materials, machinery and so on 
which it buys, and the price of which will vary with variations 
in the demand for them on the part of the industry as k whole. 
Here the money costs of the equilibriuih firm are measured by 

Ft(Zr) + ~^(y)- Li the third stage the relation between costs and the 


individual and collective outputs are more complex. It is no longer 
proper to regard the individual firm’s money costs as consisting of 
two separate and independent parts. These costs will undergo 
diflTerent variations in consequence of a given change in its output 
according to the level at which the output of the industry as a 
whole stands ; and they will undergo different variations in conse- 
quence of a given change in the output of the industry as a whole 
according to the level at which the individual firm’s own output 
standa The costs of the equilibrium firm are measured by 
Fr(Znj/). This last formula, which is a general one, of course 
includes the two simpler formulae as special cases. It will, there- 
fore, be convenient in the first instance to conduct our analysis 
by means of it. 

§ 4. Let y be the output of an industry as a whole ; the 
output of the equilibrium firm ; F,.{T„y) the total costs of the 
equilibrium firm ; and p the supply price of the industry’s product. 
The following quantities have then to be distinguished. 

First, the marginal additive eo^ to the equilibrium firm, /.«. the 
difference made to the total cost of that firm by increasing its 
output from to (x,. + Ax,), the output of the other firms remain- 
ing unchanged, = 


Secondly, the marginal mljsiiiuie cost to the equilibrium firm, ie. 
the difference made to the total cost of that firm by increasing its 
output from av to (av + Aav)» the output of the industry as a whole 
remaining unchanged (ie. that firm's incremw being balanced by an 
equal decrease elsewhere), 

BF^T„y) 

. 

Thirdly, the average cost to the equiltbrium firm 

Fr(av,y) 
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I 6. When a firm is considering what difference will be made 
to its total costs by adding to or subtracting from its output 
a small inCTement, it will measure the difference by mar ginal 
additive cost if it reckons that the output of other firms will not 
be altered in consequence of its action, and by marginal substitute 
cost if it reckons that other firms will be driven by its expansion 
to contract their output correspondingly, so that the output of the 
whole industry, including itself, will be unaltered. It may reckon 
that something intermediate between these two things will happen, 
in which case it will look to something intermediate between 
marginal additive cost and marginal substitute cost. If the total 
cost to any one firm producing a given output is the same, what- 
ever quantity other firms are producing, these two sorts of 
marginal cost coincide. In any event, so long as the output of 
the industry as a whole is large relatively to the output of any 
one firm, they are not likely to differ very much. The technique 
of the discussion will be slightly different according as we suppose 
that the equilibrium firm reckons that a small increase in its out- 
put would involve an equal, nil or intermediate addition to the 
output of the industry as a whole, but no difference will be made 
to the broad result. Since, therefore, the analysis is simplest if 
the equilibrium firm thinks of small changes in its output as 
involving equal and opposite changes in the output of its com- 
()etitor8, I shall proceed on the assumption that it in fact does 
this. Hence, so long as we are considering many-firm industries, 
no further refereiKse will be made to marginal additive cost ; and 
the term marginal cost will be used without adjective to signify 
marginal substitute cost, namely, 

dZr 

§ 6. It is then easy to see that, if the supply price of the 
industry were less than the marginal cost of the equilibrium firm, 
sale; at the supply price would involve a loss to it and it would 
tend to contract. If the supply price were greater than the marginal 
cost to the equilibrium firm, that firm would gain by expanding 
at the expense of other firms, because, while the cost of its old 
output would still be covered by the selling price— which would 
he unchanged, since aggregate output is unchanged — the cost of 
its new output would be more than covered.^ Hence in neither 
case would the equilibrium firm be in equilibrium. Since then, 
** it must be in equilibrium, the supply price of the 

‘ The argument her* wonld have a slightly different form if marginal additive 
'« Were the relevant form of marginai cost, bat the result would be the same, 
*• Poi(, footnote (2) to | li, 
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industry must be equal to the marginal cost of the equilibrium 
inn. Tkati^ 

OX, 

§ 7. If the supply price were less than the average cost of the 
equilibrium firm, it is obvious that that firm would be making a 
loss and, therefore, would tend to contract, thus belying its nature 
as an equilibrium firm. Therefore, the supply price cannot be less 
than the average cost of the equilibrium firm. A»in, if the 
supply price is greater than the averi^e cost of the ^uilibrium 
firm, outsiders will be tempted to come into the industi^, forming 
themselves into similar firms and thus increasing the producing 
capacity of the industry, until the supply price of an output y ig 
no longer in excess of the average costs of the equilibrium firm. 
Therefore the supply price cannot be greater than the average costs 
of the equilibrium firm. Hence the supply price is equal to the 
average costs of the equilibrium firm,* i.e. 

F,{Xr,y) 

J' • 

av 

§ 8. Expressed in words, this condition and the preceding 
condition together state that the normal supjdy price of the 
product of a many-firm industry is, in respect of all quantities 
of output, equal both to the marginal cost and to the average 
cost of the equilibrium firm ; cost being understood, of course, 
in the sense of money cost. These two conditions are funda- 
mental and of general application. The resultant equality 

3F,<av,y) ^ F,<av,y ) 

Ox, x^ 

can also be derived directly from the proposition that, when y is 

F (av,y) 

given, X, must be such as to make ^- -a minimum. To obviate 

a possible misunderstanding, it may be added that, since x, is an 
implicit function of y, the supply function of the industry as a 
whole can, if desired, be expressed as a function of one variable, 
and is, therefore, capable of being represented by a plane diagram. 

I 9. There are three sorts of equilibrium — unstable equilibrium, 
neutral equilibrium, and stable equilibrium. A system is in 
stable equilibrium if, when any small disturbance takes plan®, 
forces come into play to re-establish the initial position ; it is in 
neutral equilibrium if, when such a disturbance takes place, no 
re-establishing forces, but also no further disturbing forces, are 

* It win be noticed that neither the preceding argument nor the condition 
•et oat in f 8, that the tendency of the varimu non-equiU1»iiini firms to exp«>o 
aa^ to oontnet moat balanoe one another, neoewarOy implies that the mpp; 
piise hi eqnal to the average ooet ^ ik* vHdiutiry at a wholt. 
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evoked, «o that the system remains at rest in the position to 
which it has been moved; it is in unstable equilibrium if the 
small disturbance calls out further disturbing forces which act 
in a cumulative manner to drive the system away from its initial 
position. A ship with a heavy keel is in stable equilibrium ; an 
egg lying on its side in neutral equilibrium ; an egg poised on one 
of its ends in unstable equilibrium. Obviously for practical 
purposes unstable equilibrium is no equilibrium at all : its presence 
would involve the system running down to one in which the 
industry consists of a single firm. In order that the equilibrium 

may be neutral, we require the further condition that 

is constant over a certain range : in order that it may be stable, 
the further condition that 


d’‘Fr(Xr, 1/) 

dxJ 


> 0 . 


I' 10. Let us now consider in turn the three cases distin- 
guished in § 3. In the simplest of these, where the costs of the 
equilibrium firm are dependent only on its own output and not 
at all on the output of the industry as a whole, the expression 
Fr{av,y) degrades to Fr(av). The two conditions of equilibrium 
become p»F,'{av), . . . • (1) 

. . . . ( 2 ) 


and the condition that the equilibrium shall be neutral or stable 
becomes F/(*r) =■ > 0. . . . • (3) 

In a many-firm industry condition (3) in conjunction with con- 
dition (1) rules out the law of decreasing supply price in respect 
of outputs equal to or greater than what is being actually sold. 
For, if that law holds for the industry as a whole, it must hold for 
some individual firm belonging to it, and such a firm, once getting 
an accidental start, would cumulatively undersell and oust all the 
others. Condition (3) is not, however, really necessary to exclude 
the law of decreasing supply price. For conditions (1) and (2) in 
conjunction exclude both this law and also the law of increasing 
supply price. This is easily proved. The two conditions together 

yield 

This implies that and consequently F/(jEr)> ^re determined 
inde^ndently of the output of the industry as a whole ; and this 
implies in turn that the supply price of the industry is the same 
whatever the magnitude of its output. In other words, the 
industry is neoeesarily conducted in accordance with the law of 
constant supply price. 
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§ 11. In this simple case, since the cost function of the 
equilibrium firm can be — as of course it cannot m the more 
complex cases — ^represented b 7 a plane diagram which is valid and 



the same whatever the output of the industry as a whole, it may 
be of service to persons who prefer diagrams to algebra to 
set out the implications of the foregoing analysis by these means. 



In the annexed figures the curve SS* represents the marpnal cos 
that varkms amounts of output involve to the equilibrium firm, 
and the curve SS« the avm'age costs. These two curves are, o 
eourse, bound together by a rigid relation ; such titat, if M m 
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point on 0® and a perpendicular be drawn through M cutting SS^, 
in Q and SS^ in P, the area SQhIO is ecjual to the rectangle 
RPMO, whatever be the shapes of the two curves. It is easy to 



gee that, if either curve slopes downward throughout (as in Fig. 1), 
ifae other must also do this ; and, if either slopes upward through- 
out (as in Fig. 2), so also must the other. If SS^ slopes down- 



ward at first, then turns upward and thereafter continues to rise, 
the curve SS* will continue to slope downward until the point at 
which the now upward moving SS* intersects it, and will then 
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itself turn upward. This case is represented by Fig. 3 . K 
SSb^ slopes upward at first, then turns downward and thcu'eafter 
continues to fall, SS 41 will, in like manner, slope upward until SS^ 

y\ 


s 




s 

s 


a 

m 


O r 

Fio. 4. 

intersects it, and will then itself turn downward. This case is 
represented in Fig 4. Finally, if, either initially or after a point 
of intersection between the two curves, either (d them hencefor- 



ward moves horizontally, the other must coincide with it and do 
the same. This case is represent^ in Figs. 5 , 6 and 7.^ 7 be 

* W« could, of Qoum, if we wished, drew more complicated figures, in wluch 
the eurrea shoi^ reverse tb^ direction of movement more than once, but no 
prhicipie would be bnmi^t to light bjr thia prooeediag. 
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conditions of equilibrium for the equilibrium firm, set out in the 
preceding section, imply that it is producing such a quantity of 
output OM that an ordinate drawn perpendicular to OM cuts the 
curves SS^ and SS« at the same point Hence in the conditions 
represented in Figs. 1 and 2 no equilibrium of any sort is possible. 
In those reprMented by Fig. 4 there is a single point of unstable 
equilibrium : in those represented by Figs. 5 to 7 there are ranges 
of neutral equilibria ; and in those represented by Fig. 3 there is 
a single point of stable equilibrium ; the point, namely, at which 
internal economies have reached their limit, in such wise that the 
average cost of production is at a minimum. Unstable equilibrium 
is, as we have seen, for practical purposes impossible. If neutral 



equilibrium prevails, changes in the output of the equilibrium firm 
may take place, but cannot be caused by associated changes in the 
output of the industry as a whole. If stable equilibrium prevails, 
the output of the equilibrium firm cannot change. It is fixed 
•■igidly, and changes in the output of the industry as a whole can 
only come about through an alteration either in the number of 
firms employed or in the magnitude of the non-equilibrium firms, 
lu any event, whether neutral or stable equilibrium prevails, the 
average (and marginal) cost of the equilibrium firm, and so the 
supply price of the industry, is the same for all outputs of the 
industry : i.e, the industry conforms to conditions of constant 
supply price. 

S 12. In the second class of case distinguished in § 3 the 
oimula for the costs incurred by the equilibrium firm degrades to 

F,(av) + ‘^V(y). 

w 
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The two conditions of equilibrium become 




m 


p-^r(av) , iiy) 

av y ’ * 

and the condition that the equilibrium shall be 
becomes, as before, 

F/(av)->0. 


• • ( 1 ) 

• ( 2 ) 

leutral or stable 


As in the previous case, conditions (1) and (2) yield 






• (3) 

■Fr'(x,). 

So far, therefore, as the internal position and what w^ may term the 
internal costs of the equilibrium firm are concerned, everythin^ is 
exactly the same as it was in that case. Internal costs per unit 
of prt^uct are determined at a fixed level independent of the 
output of the industry as a whole, and the size of the equilibrium 
firm is also independent of that output. In this case, however, 
these results do not imply that the industry as a whole must 
conform to the law of constant supply price. For, though 

is fixed independently of y, the element and, therefore, 


are, so far as the present argument goes, free to vary up or ilown 
as y varies. Thus, if a growth in the out])ut of the cotton industry 
led to a rise in the price of its material, raw cotton, the cotton 
industry as a whole would conform to the law of increasing 
supply price ; if its expansion led to a fall in the price of raw 
cotton, to the law of decreasing supply price. To determine 
whether in fact the price of materials, machinery and so on 
supplied to an industry by others will rise, fall or remain constant 
when the output of that industry increases, we should need to 
step outside the industry primarily under review and investigate 
the conditions of production in- the others. 

§ 13. In the third and most general case distinguished in 
§ 3 it is obvious that the three governing conditions impose no 
restrictions on the relations that may subsist between variations 
in the supply {rice and in output. It is still true that, for sn/ 
given output of the industry as a whole, the output of the equi- 
lihrium firm must be such as to make its marginal costs and lu 
average costs equal But, as the output of the industry * 
whole varim, both the output of the equilibrium firm which 
make these two things equal and also their magnitude when they 
are equal may vury indefinitely in either direction, 
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therefore, if the prices of the materials and machinery bought from 
outside do not vary with variations in the scale of our industry 
its own supply price may vary. Many-firm industries of the 
generalised type are thus perfectly free to conform to the law of 
increasing supply price, constant supply price, or decreasing 
supply price, or to any combination of these laws in respect of 
different quantities of output. Fig. 3 on p. 797 still correctly 
represents the conditions of supply in the equilibrium firm whm 
the aggregate demand ts suet that OM unUs are being pwehased from 
that firm at a price PM per unit. But now, when the aggregate 
demand alters, the curves SS„, and SS^ alter also. They move 
upwards or downwards, or they change their shape, or they do both 
these things. After the change, as before, equilibrium is only 
attained when the selling price is equal to both the average cost 
and the marginal cost of the equilibrium firm. The output of that 
firm is still measured by OM, where M is the base of a perpen- 
dicular drawn from the point of intersection of SS^ and SS«; 
but, nevertheless, both the selling price and the output of the 
equilibrium firm may be different from what they were before 
the change. 

Ill 

ONE-FIRM INDUSTRIES 

§ 14. Let US now revert to the laws of supply price in relation 
to an industry of one firm only. Here the equilibrium firm and 
the industry as a whole become identical, so that there is no 
need to employ a function of two variables. Moreover, marginal 
cost is no longer ambiguous ; it must signify marginal additive 
cost, since there is no such thing as marginal substitute cost. 
If we were to follow blindly the lead of the preceding discussion, 
we should conclude that equilibrium requires that 



This would mean that there can only be a supply price in respect of 
one, or, if the curves ol marginal cost and of average cost cross one 
another several times, in respect of a few isolated quantities of out- 
put, unless the industry conforms to conditions of constant supply 
price. Only then, it would seem, is the existence of a continuous 
supply schedule of the ordinary type possible. It is not difficult 
^ see, however, that the foundation of this argument is unsound. 
* ur the equilibrium firm of a many-firm industry it is true that 
equilibrium is only attainable if both its average cost and its 
^srgiual cost are equal to the supply price of the industry. But 
“r the equilibrium firm of a one-firm industry that is not true. 

2d 
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There can, indeed, be no equilibrium if the average cost ia greater 
than the aupply price and the induatry ia selling at the supply 
price ; for, in such conditions, there will be a tendency to con- 
traction. Likewise there can be no equilibrium if the marginal 
cost is greater than the supply price and the industry is selling at 
the supply price ; for here, again, there will be a tendency to 
contraction. But, since we have to do with cpe firm only, 
equilibrium does not necessarily forbid average costlto be less than 
the supply price.^ Again, if, where avq>^ge cost ia equal to the 
supply price, marginal cost is less than this, and tne industry m 
selling at the supply price, there is no tendency ipr output to 
expand, since any expansion would necessarily involvi^ a loss, and, 
therefore, equilibrium is not incompatible with this arrangement^ 
Hence we conclude that in a one-firm industry the supply price of 
any given quantity of output is equal to average cost or to marginal 
cost, according as the one or the other of these is the greater. 8o 
far as formal considerations go, the industry is free to conform to 
decreasing, constant or increasing (money) supply price. If it 
conforms to decreasing supply price throughout, the supply curve 
is coincident with the curve of average cost : if it conforms to 
Increasing supply price throughout, with the curve of marginal 
cost: if it conforms to constant supply price throughout, with 
both these curves. If it conforms to conditions of increasing 
supply price in respect of some outputs, and of decreasing supply 
price in respect of other outputs, the supply curve lies along the 
curve of average cost where this is higher than the curve of 
marginal cost, and along the curve of marginal cost where that is 
the higher of the two. 


IV 

THE IDEAL OUTPUT IN A MANY-FIRM INDUSTRY 

§ 15. I call the output in any industry which maximises the 
national dividend, and, apart from the differences in the marginal 
utility of money to different p^ple, also maximises satisfaction, 
the ideal output. As was shown in Chapter XI. of Part II. this 
output is attained — the possibility of multiple maximum positions 

* It does not forbid it if the firm’s enpplj schedule is of the type depicteii 
in fig, t and if OM in the figure oonsiitutee % large proportion of the total 
eatpat which the market is capable of absorbing at a price PU ; for in tbwe 
oonditions the one firm may make an abnormal profit without calling 
euBpetitorB into the field. 

* This matter is best elnddated by means of a diagram. Let DD' he tbe 
demand onrve, SS,, the carve of marginal costs, and SS, the cnrre of svei^ 
costs of a one-firm indnstty. Let OH units be ptodnced and f ' 
priM PU, where P Is the print of ioterseotion between DIX and SS«. 1‘ ^ 
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being ignored — when the value of the marginal social net product 
of each sort of resource invested in the industry under review is 
equal to the value of the marginal social net product of resources 
in industries in general, or, more strictly, in the central archetypal 
industry of Part II. Chapter XI. | 1, In this central archetypal 
industry each sort of productive resource will have a value in 
money per unit equal to the value of the net product of a 
marginal unit of it. Hence the ideal output in our particular 
industry will be that outpijt which makes the demand price of the 
output equal to the money value of the resources engaged in 
producing a marginal unit of output ; in other words, it will he 

industry were to increase its output beyond OM, say to ON, the extra units 
would cost less than PM per unit to produce. But, nevertheless, on the 
assumption that all units are sold at the same price, ON units could not be sold 
at a less price than QN without involving the industry in a loss. Since, how- 
ever, the portion of 1)D' that is to the right of P necessarily lies below SS„ it 

y 



» impossible for an output ON to be sold at a price as high as QN. Heuoe, if 
be industry expands its output beyond OM, it will make a loss ; and, therefore, 
t has no tendency to expand. When the curves SS^ and SS^ represent the 
jircumstanoes of one equilibrium firm among many firms, the position is quite 
Afferent, It is not now proper to draw a demand curve of the form of DD^ 
The price in the market would be absolutely unaltered by an expansion on the 
part of the equilibrium firm if its expansion were balanced by the corresponding 
contraction in other finns, and approximately unaltered — the ^uilibrium firm 
being supposed small relatively to the industry as a whole — if the output rf 
other firms remained unchanged. Therefore the equilibrium firm could expand 
^ ON and still sell at approximately the old price PM. Thus it oould sell an 
enlarged output at more the average cost of that output, and so make a 
gaiiu Hence, for one firm among many others, a state of things in which the 
supply price of the induatry is equal to the average cost of the equilibrium firm, 
hut greater than its marginal cost, is not a state of equilibrium. 
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the output that makes demand price and marginal supply price 
to the (xmmwMiy equal. 

§ 16. Let the quantities of the several domestically owned 
ingredients (including, of course, factors of production), which are 
required, directly or through things made by them, to produce an 
output 9V in the equilibrium firm of an industry, whose total 
output is y, be respectively a, 5, e, and the pricesj Pg. Let 
the quantity of foreign owned ingredient (s.jr. impbrted machinery 
or raw material) be j and its price p,. ? We may tpen, in a many, 
firm industry, distinguish the following quantities :\ 

First, the supply price eqyuds \ 

opi + + ♦ » » + gp„ \ 


0 ) 


Secondly, the marginal supply priu to Vte industry, i.e. the 
difference made to the total money expenses of the industry hy 
adding a small increment of output. 


* li. &+ 1 ^11 + 

"^\Xr dy Xr dy *r oyjj 




( 2 ) 


dy %r tfyjj av 

Thirdly, the marginal supply price to the eommmity, i.e. the 
difference made to the total money expenses of the community by 
adding a small increment of output, 

dy 

, OFi m (3) 


4) * '’44) * ■ ■■ ■"'’44) ]*tt] 


Fourthly, the rate of dumge from the standpoint of the industry m 
the supply price as output increases 

dj ap, + bp,+ ‘^’+gPt ^ 

“dy\ *r 




-K(l) 


^44) 


4* • • * 4* 


d 

^*5 


l«r <*y 


4 )} 


b dp, 

+ - • -~ + 
*r ^ 


i.M 

%T dy ] 


(*) 


I^thly, (he raU of thmge from the stam^P^ tf the 
la tho supi^y price as output inereasee 
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This last expression is derived from the preceding one by 
eliminating the elements that represent increments of transfer 
between the equilibrium firm in our industry and domestic owners 
of the ingredients it employs. 

§ 17, The foregoing expression (4) multiplied by y measures 
the excess of expression (2) over expression (1) ; and the expression 
5) multiplied by y measures the excess of expression (3) over 
xpression (1). Hence: 

(1) In all industries where the rate of change from the stand- 
loint of the industry in the supply price, as output increases, is 
(ositive (*.«. where conditions of increasing supply price simplidter 
•revail), the supply price is less than the marginal supply price 
o the industry : in the converse case it is greater. 

(2) In all industries where the rale of change from the stand* 
loint of the community of the supply price is positive (t.e. where 
onditions of increasing supply price from the standpoint of the 
ommunity prevail) the supply price is less than the marginal 
apply price to the community : in the converse case it is greater. 

§ 18. It was shown in § 10 of Part II. Chapter XL that the 
ixpression 

\z^ ~dy Xr dy dy j 

s unlikely to be negative : and in | 7 of the same chapter that 
he expression 



s extremely unlikely to be positive. We may take it that, 
hough exceptions are possible, both these inequalities hold good 
general. On the other hand, the expression 



fnay be positive if is positive : and, of course, the expression 

for the rate of change from the standpoint of the industry in the 
supply price may be either positive or negative. 

Hence : 

(1) In general the rate of change from the standpoint of the 
‘udustry in the supply price, as output increases, is greater than or 
fqual to the rate of change from the standpoint of the community 
^ the supply price. Hence decreasing supply price {rimplieUer) 
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the output that makes demand price and marginal supply price 
to the community equal. 

§ 16 . Let the quantities of the several domestically owned 
ingredients (including, of course, factors of production), which are 
required, directly or through things made by them, to produce an 
output Xf in the equilibrium firm of an industry, whose total 
output is y, be respectively (i, h, c, and the prices! p^ p^ Let 
the quantity of foreign owned ingredient (e.g. imported machinery 
or raw material) be q and its price p,. , We may tnen, in a many- 
firm industry, distinguish the following quantities 

First, the supply price equals 


Secondly, the marginal supply price to the industry, i.e. the 
difference made to the total money expenses of the industry by 
adding a small increment of output, 

dry( . n 


o\ d 

Xr) ^^^dy 


b dp, 
Xr dy 


—f ^ \ 

'rfyy Xrj' 

+ ( 2 ) 


Thirdly, the marginal supply price to the community, ie. the 
difference made to the total money expenses of the community by 
adding a small increment of output, 




±/b 

dy\Xr 




Fourthly, the rale of change from the standpairU of the industry in 
the supply price as output increases 

d | flp, + bpt + " ' + gPa j 

- {' 4 ( 1 ) ^ ) * • • • * ' 4 ( 1 )} 

\Xr dy Xr dy Xrdy] 

Fifthly, (he rate qf change from the standpoint of the common f \ 
i& the supply pnee ae output increases 
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rhis last expression is derived from the preceding one by 
aliminatiug the elements that represent increments of transfer 
between the equilibrium firm in our industry and domestic owners 
of the ingredients it employs. 

§ 17. The foregoing expression (4) multiplied by y measures 
the excess of expression (2) over expression (1) ; and the expression 
(5) multiplied by y measures the excess of expression (3) over 
expression (1). Hence : 

(1) In all industries where the rate of change from the stand- 
point of the industry in the supply price, as output increases, is 
positive (i.«. where conditions of increasing supply price simplidter 
prevail), the supply price is less than the marginal supply price 
to the industry : in the converse case it is greater. 

(2) In all industries where the rate of change from the stand- 
jioiiit of the community of the supply price is positive (t.«. where 
conditions of increasing supply price from the standpoint of the 
community prevail) the supply price is less than the marginal 
supply price to the community ; in the converse case it is greater. 

§ 18. It was shown in § 10 of Part II. Chapter XI. that the 
expression 

+i 

(x, dy av dy Xr dy j 

is unlikely to be negative : and in § 7 of the same chapter that 
the expression 



is extremely unlikely to be positive. We may take it that, 
though exceptions are possible, both these inequ^ities hold good 
in general. On the other hand, the expression 



Diay be positive if is positive ; and, of course, the expression 

I lor the rate of change from the standpoint of the industry in the 
price may be either positive or negative. 

Hence : 

(1) In general the rate of change from the standpoint of the 
industry in the supply price, as output increases, is greater than or 
^nal to the rate of change from the standpoint of the community 
P the supply price. Hence decreasing supply price {simplieUer) 
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implies decreasing supply price from the standpoint of the com- 
munity : but increasing supply price {amplieiter) does not imply 
increasing supply price from the standpoint of the community. 

(2) In general, except in industries that make use of imported 

materials of increasing supply price, the rate of change in supply 
price from the standpoint of the community, as output increases, is 
nil or negative, and the supply price is equal to oil greater than 
the marginal supply price to the community. \ 

(3) In the generality of industries t}ie marginal siroply price to 

the industry is equal to or greater than the marginal [supply price 
to the community. \ 

§ 19. The ideal output is attained, as was stated Above, when 
the marginal supply price to the community is equal to the 
demand price. 

The output proper to simple competition is attained when the 
supply price is equal to the demand price. 

The output proper to discriminating monopoly of the first 
degree is attained when the marginal supply price to the industry 
is equal to the demand price. 

The following inferences hold good in general (».e. when the 
inequalities set out in § 18 are valid) : 

(1) Except in industries that make use of imported materials 
of increasing supply price, the output proper to simple competition 
is equal to or less than the ideal output 

(2) In any industry the output proper to discriminating 
monopoly of the first degree is less than the ideal output if the 
marginal supply price to the community and the marginal supply 
price to the industry differ, i.e. if the rate of change from the 
standpoint of the industry in the supply price and the rate of change 
from the standpoint of the community in the supply price differ ; 
it is equal to the ideal output if they coincide. 

(3) The output proper to simple competition is less or greater 
than the output proper to discriminating monopoly of the first 
degree according m the industry conforms to conditions of 
decreasing or increasing supply ^uice simpliciler. 

(4) When decreasing supply price simplicUer prevails, the 
output proper to simple comjretition falls short of the ideal output 
by more th-^n the output proper to discriminating monopoly of 
the first degree falls short of it. But, when increasing supply 
price {$mpiieiter) prevails, the output projier to simple comiJCtition, 
while greater than the output proper to discriminating monoiwy 
of the first degree, may be either greater or less than the ide* 
output. In the former case the national dividend fares hotter 
than it would do under discriminating monopoly ; in the 

it may fare better or may fare worse. 
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I 20. The analysis of head (4) in the preceding paragraph may be 
illustrated thus. Suppose that wheat-growing conforms to the law 
of constant supply price from the standpoint of the community, but 
to that of increasing supply price from that of the industry (t e 
simpliciter), because, and only because, the price of land is raised 
when more of it is wanted for wheat-growing. In this case the 
supply price is equal to the marginal supply price to the com- 
munity, and the output proper to simple competition is identical 
with the ideal output. Put, if wheat farmers, who are supposed to 
hire thetr land from landlords, combine and exercise discriminating 
monopoly of the first degree, they will cut down their wheat- 
growing, because, by so doing, they will cause the rent per acre 
that they have to pay to fall. Their output will then be less 
than the ideal output, instead of being, as it was before, equal to 
it. If wheat farmers own their land, and do not hire it, the 
distinction between the interests of the industry and of the 
community disappears j and the output of wheat will be the same 
under discriminating monopoly of the first degree as under simple 
competition, t.e. equal to the ideal output. 


THE IDEAL OUITUT IN A ONE-FIRM INDUSTRY 


F(y) 


> F'(y), and the supply 


price of an output y is, therefore, — -, the analysis of the preceding 


§ 21. In a one-firm industry when 

m 

y . . . 

discussion is applicable, the formal expression of it needing to be 
modified only so far as to provide for the identity of Xr and y. 
In a one- firm industry, in which marginal cost exceeds average 
cost, something different is needed. The marginal supply price to 
the industry and the supply price are both equal to F'(y). There- 
fore, if no transfer elements are involved, so that the margiiml 
supply price to the industry is equal to the marginal supply price 
to the community, an output equating supply price and demand 
price — which, in this case, is the output proper alike to simple 
competition and to discriminating monopoly of the first degree — 
will be equal to the ideal output, in spite of the fact that the 
industry conforms to the law of increasing supply price. This cMe 
in general can only occur when imported ingredients of increasing 
supply price are being used. If transfer elements are^ involved, 
an output which equates supply price and demand price will be 
less than the ideal output.^ 

AiJ ®hould b« noted that, when, in one-firm industriee, actual inveatoent 
oiffert from ideal investment, the gronnde for thia dirergenoe cannot be 
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VI 

DEMAND PRIGS AND MARGINAL DSMAND PRIGS 

§ 22. In the preceding discussion it has been tacitly assumed 
that the demand curve is also what may be called, by analogy 
with supply, a curve of marginal demand prices. / This is not 
necessarily so. The marginal demand price of a quantity y of any 
commodity is the difference between the desirednessUas measured 
in money) to consumers in the aggregifte of annual (or weekly) 
purchases of a quantity y and of a quantity (y 4- Ay) ^respectively. 
The demand price of y units is the price that maintains an annual 
(or weekly) purchase of a quantity y. Hence it is ^ual to the 
desiredness (as measured in money) of the least desired increment 
(Ay) in a quantity y to the purchaser of that increment. If then 
the purchase of the marginal unit indirectly increases or diminishes 
the desiredness of their holdings to the purchasers of other units, 
the marginal demand price and the demand price will be different. 
For commodities the desire for which is partly a desire for the 
uncommon the curve of marginal demand prices, which, for a nil 
purchase, coincides with the demand curve, will fall further 
and further below it as purchases increase ; for commodities the 
desire for which is partly a desire for the common the opposite 
of this is true ; while for commodities which are desired solely 
on account of the direct satisfaction they confer, the two curves 
are identical.^ When the curves diverge, maximum satisfaction — 
the parties concerned being assumed to be similar in wealth and 
temperament — is attained with an output that equates marginal 
supply price, not with demand price, but with marginal demand 
price. 

VII 

SIMPLE MONOPOLY AND MAXIMUM PRIGBS 

§ 23. If the State, seeking to protect consumers against a 
monopoly, &xea a maximum price at the level proper to free com- 
petition, it is obvious that, under decreasing or constant supply 
price, the monopolist will gain by increasing his output up to the 

translated into terms of a difference between marginal social and marmnal 
private net prodnote. Since there is only one tirm these two net product* 
neoeesarily ooinetde. Tlie ground of divergence, when such esiets, is that, 
owiM to the absence of oompetitioo, marginal private (which is here equal to 
maipnai socsial) net produot is not eonal to average net product. If the one urm 
indnstoy is making normal profits, the value of me average net product » 
to the vatne of Uie marginal social net prodoct in the iuaginarj central inuustU 
of Part II. XL I 1 : and, therefore, the value of uie marginal social n« 
Moduot in the one^firm iadnstiv is not eqnal to that value. 

> Ot Phiill. OiuXLilt. 
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amount that would have been produced under free competition. 
If, however, conditions of increasing supply price prevail, the 
amount which it will pay the monopolist to produce, namely, the 
amount which will maximise output multiplied by the excess of 
the regulated price of sale over the supply price, is necessarily 
less than the competitive output. It may be either greater or 
less than the output that would result under unregulated mono* 
poly. If the curves of demand and supply are both straight 
lines, it will be exactly e^ual to this amount. This is readily 
seen by inspection of a suitably drawn diagram. 

§ 24. If, under conditions of increasing supply price, the State 
fixes a maximum price, less than the monopoly price but greater 
than the competitive price, it 
is probable in general that the 
output will be intermediate 
between the competitive output 
and the output proper to un- 
regulated monopoly. If the 
curves of demand and supply 
are both straight lines, this 
result is certain. Construct a 
diagram (Fig. 9), such that PM 
represents the competitive price, 
and OM the competitive out- 
put; while QN represents the 
monopoly price, and ON the monopoly output. Let the State- 
controlled price, measured by OV, be greater than the competitive 
price, but less than the monopoly price. Through V draw a 
horizontal line VBT cutting DDj in B and SSj in T. It is 
easily shown that the monopoly output ON is one-half of the com- 
petitive output OM, and that the output, which it will pay the 
monopolist to produce when the price is fixed at OV, will be 
measured by one-half of the line VT, drawn horizontally through 
V to cut SSj in T, or by the line VB, according as the one or the 
other of these lengths is smaller. But, since OV is greater than 
PM, it is obvious that VT is greater than OM. Consequently one- 
I half of VT is greater than one-half of OM. This proves that the 
output at the controlled price is greater than the monopoly output ; 

since VB must be less than RP, it is necessarily less than the 
competitive output. That is, it lies somewhere between the two. 

§ 26. An extension of the foregoing argument shows that, in 
*'he conditions contemplated, when the demand and supply curves 
straight lines, the level of controlled price, which will make the 
'^wtput larger than any other level would do, will be that which 
W'wes the interseotion point of VT and DD„ namely, the point B, 
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to be identical with the middle point of TT, namely, the point H. 
If the Z. SDP he 0 and the Z DSP he ^ this output can he shown to 
be equal to the output proper to simple competition multiplied by 

the fraction tan tan ^ ^ 

2 tan $ + tan ^ ' 

VIII I 

BOMB PROBLimS OF OISORIMIKATING MOl^OPOLT 

I 

§ 26. Consider an industry in which conditionV of decreasin 
supply price prevail, but in which the supply cutVo lies wholl 
above the demand curve, so that neither under simple competitio 
nor under simple monopoly can any output take place. Dra\ 
the demand curve DD, and the supply curve SS^ as in Fig. 10 
Through S draw a curve SSj such that, if a perpendicular bi 
drawn from any point P on SSj, to cut SSj in Q, and thi 
figure be completed as drawn, the area SQMO is equal, for al 

positrions of P and Q, 
to the rectangle KPMO. 
If DDj lies throughout 
below both SS^ and SSj, 
it is obvious that no 
output can occur under 
monopoly julus discrimina- 
tion of the first degree, 
just as none can occur 
under simple competition. 
It may happen, however, 
in some industries of de- 
creasing supply price, that 
DD„ while lying below 
SS,; cuts SSj. If it cute 
it once it must obviously 
cut it a second time. Let it e«t it in R and Q. Then, under coi 
ditions of simple competition, no output can occur. But unde 
conditions of monopoly plttj discrimination of the first degrsf 
provided that the area RQ is greater than the area DKS, ^ 
output OM will yield aggregate receipts in excess of aggrega i 
costs, and will, therefore, be forthcoming. This result is 
likely to be achieved, the more steeply the curve SSj sloP 
downward (that is to say, the more strongly the low of 
supply price works); because, the steeper is SS^, the largef) w 
the distance OM is given, is the area PQS, and, 
greater is the range of demand curves Uiat will make tw 
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RQ greater than the area DRS. Given the incUnation of SS,, it 
is also more likely to be achieved, if the demand curve does not 
slope downward steeply in its earlier stages (that is to say, if 
the demand is elastic till fairly low price levels have been 
reached). 

§ 27. Monopoly phts discrimination of the second degree, as 
defined on p. 279, approximates in its effects towards monopoly phts 
discrimination of the first degree, as the number of different prices 
which it is possible for the monopolist to charge increases. This 
result, which is obvious in general, can be worked out exactly 
in a particular case. Let the output proper to discrimination of 
the first degree be o, and let n be the number of different price- 
groups. On the hypothesis that the demand and supply curves 
are straight lines, it can be shown that, when the commodity 
obeys the law of constant supply price, the output will be equal 

to values of n. That is to say, if one price only can 

be selected, the output will be : if two prices can be selected, 


■a, and so on. When the commodity obeys the law of decreasing 
upply price, the output, if n is equal to 1, will still be equal to 
^a, but, if n is greater than 1, it will be somewhat less than 


n 
1 + 


§ 28. Our next problem has to do with the relative outputs 
inder discriminating monopoly of the third degree — as defined 
3n p. 279 — and of 
simple monopoly re- 
spectively. Let con- 
ditions of constant 
Biipply price prevail, 
and let there be two 
luarkets only. Then 
if the curves of de- 
mand in both markets 
are straight lines, 
precise results can be obtained. Let and D'jD'j represent the 
demand curves of the two markets, and let SS^ be drawn at a vertical 
distance OR above the base line, where OR measures the constant 
cost of production. Through D', draw parallel to SS', and, 
^ough H, draw a straight line HT, such that PT is equal to RP'. 
fhen under discriminating monopoly the output for the two markete 
wih be respectively iRP* and JRP. Under simple monopoly, if 
^ M greater lAon JBDyt the output will be JRT. But, since 
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PT is equal to BF, ^RT « JRF + JRP. Therefore, subject to 
the condition italidsed aboTe, the outputs under simple monopoly 
and under discriminating monopoly will be the same. If PH U 
less than HD|, the output under simple monopoly will, tn' some 
conditions, be ^BP, and there will be no consumption in the less 
favourable market. When these conditions prevail, so that under 
simple monopoly nothing would be consumed in [one of the two 
markets, the substitution of discriminating for simple monopoly 
increases the output ; but except in tfa^se conditions the output 
is not changed. When the assumption of constant supply price 
is removed and it is allowed that increasing or decl^easing supply 
price prevails, the results reached above are not mc^ihed, since it 
is only through a change in the quantity of output that increasing 
or decreasing supply price can ^ called into play.^ Decreasing 
supply price, however, opens up a possibility referred to in Part II. 
Chapter XVII. § 13, and analogous to that examined in § 26 above, 
to which the preceding discussion has no relevance. This is 
that, in some conditions under which neither simple monopoly nor 
simple competition would have led to any output, discriminating 
monopoly may lead to some output. 


IX 

METHODS OF INDUSTRIAL REMUNERATION 

§ 29. The central argument of Part III. Chapter YIII. can he 
brought into clear light by means of a diagram. Let us suppose 
the number of workpeople employed in any industry and the 
length of the working day to be given. It is then possible to 
construct a demand curve representing the employers’ demand 
prices (in terms of product) for different amounts of exertion per 
unit time from a typical workman, and a supply curve represent- 
ing the workman's supply prices (in terms of product) for different 
amounts of exertion. Units of exertion are marked off along Ox, 
and the demand and supply -prices (in terms of product) of 
different amounts of it along Oy. 

Since every increase of exertion on the part of work{)eople 
enables employers to finish any given job more quickly, and so to 
start their machinery upon some other job, die demand curve DD 
will slope upwards towards the right Since, if a man is at work 
at all, neither public opinion nor his own comfort will allow hun 
to do absolutely nothing, the supply curve SS' will start at a 

1 la eonditions snob that s Mmple monopoly would soil in market A <>>dy> 
wbileadiaeriminatiiig monopoly would mil in 8 alao, itcan eadly beenown ^ 
too iatrodnotion of diMaimination will ailket eonmmption and pnoe 



m A DIAGEAMMATIO ANALYSIS 813 

point some distance along 0*, and, thereafter, will slope upward 
somewhat steeply. Let it cut DD' in P. Through P draw 
PM perpendicular to Ox, and PR perpendicular to Oy. Then, 
apart from possible injurious reactions on capacity that are 
not here considered, the amount of exertion by a typical 
workman, which is most ad- 
vant^eous to the national 
dividend and economic 
welfare, is measured by 
OM, and the corresponding 
amount of his output by 
the rectangle OMPR. If 
the wage paid to him is 
wholly independent of his 
exertions and consequent 
output, the amount of his 
exertions will approximate 
to OS, and his output to 
OSQK. An amount of 
exertion OM, and conse- 
quent output OMPR, can 
he obtain^ either by the 
offer of a rate (in product) 

PM for each unit of exertion (which means each PM units of 
output) ; or by the offer of an aggregate wage (in product) — 
per day or whatever the time-unit may be — equal to OMPR, con- 
ditional upon the man producing OMPR units of output, any 
failure to reach this standard involving the payment of a 
considerably lower wage. 



X 

THK MBANINO OF EXPLOITATION 

§ SO. Let DD' be the employers’ demand cimve for labour 
find SS' the workers' supply curve in any district or occupation. 
Let PM be the wage t^t would result from free competition, 
i.e. that is equal to the general rate of wages for workpeople of 
the grade concerned; QM* the wage most profitable to the 

follows. Under constant snpply price both will remain unchanged ; under 
inweaslng supply ^rios ommnmption will be diminished and price increased ; 
®adw decreasing snpply price consumption will be increased and price 
nniniahed. Theee oonsiderationa are of practical importance to a government 
^nsidering whether native cartels shoold be allowed to sell abroad at less than 
“6 home pries. 
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workpeople if they were combined; and KM' the wage most 
profitable to the employers. Then the range of indeterminate- 
ness described in Part III. Chapter YI. is constituted by all rates 

between QM" and KM'. There 
is necessarily exploitation if the 
employers succeed in pi)kying any 
wage lees than PM. | Let us 
suppose that they sikceed in 
paying ^ wage KM', ft follows 
that, if they obtain an^ amount 
of labour represented by OM', 
then the measure of unfairness 
in the wage is the excess of PM 
over KM', but the measure of 
exfildtalim is the excess of KM' 
over RM'. If the workpeople 
O M" M' M succeeded in establishing a wage 

larger than PM, the exchange 
index would necessarily fall on the demand curve to the left 
of P, say at the point Q, and we might speak of an exploitu 
tion of emplovers by workpeople, measured by the excess of 
QM' over FM"'. 




APPENDIX IV 


(To Part I, Chapter III) * 


the measurement of BEAL INCOME IN RELATION TO TAXES 

§ 1. Let ufl define (i) real income as the aggregate of all items pro- 
duced by factors of production, and (ii) money income as the sum of 
the payments made to these factors for their services in providing the 
said items. Any tolerable method of measuring real income through 
prices must satisfy the following condition— -namely, that, provided 
only one sort of commodity is being produced, money income 
divided by the price index shall be equal to the number of (in this 
casMj) homogeneous units of real income. We have to ask what way 
or ways of treating indirect taxes in the construction of price index 
miiubers are compatible with this condition. To answer that 
question will not, of course, enable us to decide any of the larger 
problems of index number construction. But none the less it should 

be useful. . , 

§ 2. First, suppose that a tax is imposed on those units of our com- 
modity that are sold to private persons, and the proceeds used to 
pay factors of production for producing other units for the service 

of the Government. ^ , . . . 

Write Qi for output not for Government ; Q* for output tor 

Government : 

c for cost of production per unit of output in either section, 
p for the price of the taxed goods as sold oum-tax. 
t for the rate of tax. 

P for the price index number. 

I for money income as defined above. 


Evidently 

» From the SamomieJcmmil, December 1940. 
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To satisfy our condition the price index P must be such that 
p ' " Qi + Q»- Since obviously Q,p » I, this is so if P is taken either as 


Qi + Qs 


or as 


Qi(y-0 + Q2c . 

Qi + Qs 


that is to say, either if (1) the prices of non-Govemmeit goods are 
reckoned cum-tax and ^vernment goods are assigned va nil price, 
or (2) the prices of non-Govemment go<yis are reckoned ex-tax and 
Government goods are assigned a price equal to cost ; money income 
in both cases being reckoned as defined above. Plainly, however, 
the condition is also and equally satisfied if (3) P is taken as 


QiPjJSsC 

Qi + Q*’ 


and money income is inflated, for the purpose of measuring real 
income, by the yield of the tax, so that it reads (I + Qj«). Any of 
these methods of reckoning satisfies our condition. But it is 7iol. 
satisfied if the price of non-Govemment goods is taken cum-tax, 
Government goods are priced at cost and money income is not 
inflated, but reckoned as I. Dr. Bowley’s method, as set out in his 
paper to the Manchester Statistical Society (November 1939), agrees 
with method (1) above. 

§ 3. Secondly, suppose that money collected by the Government 
through indirect taxation is expended in making gratuitous transfern 
to pensioners and so on — forms of incomings which are not included 
in money income as here defined. In this case, to satisfy our con- 
dition it is obvious that either the price of taxed goods must be 
taken ex- tax or money income must be inflated, for the purpose of 
measuring real income, by the yield of the tax. 

§ 4- Thus, provided we decide to assign to Government goods prices 

equal to cost — which seems the natural thing to do — ^we can satisfy 
the requirements of both of the above two cases either by reckon- 
ing the price of taxed goods ex-tax or by inflating money income 
by the yield of the tax. But we must not do both these things. 



ii^PPENDIX V 


(To Part I. Chapter IV) » 

OBSOLESCENCE AND KINDRED MATTERS 

Four mattere treated in Part I, Chapter IV, need, I now think 
(1951), further comment. 

§1. The first is obsolescence. Accordingto the text, changes in the 
value of capital objects, consequent upon changes in taste for the 
things they help to produce or upon the introduction of new types 
of capital goods that compete with them in 8 ati 8 f 5 dng given tastes, 
arc irrelevant to the size of the capital stock. Business practice, 
on the other hand, holds that, in order to maintain that stock intact, 
allowances against obsolescence must be made. I suggest that a 
partial reconciliation between these two views may be obtained by 
distinguishing between elements that are actually standing in the 
capital stock and elements that have been discarded from it. So 
long as an element stands in the stock, its quantity is a matter for 
physical measurement, with which valuation has nothing to do. 
But elements may be discarded from the stock on account of some- 
thing that has happened to valuation. When they are discarded, 
the stock is pro tento reduced. Thus valuation, though irrelevant 
to the quantity of such elements as are at any time standing in the 
stock, is, or may be, relevant to what elements do stand there, and 
so in this indirect way does, or may, affect the quantity of the stock. 
Thus a machine will stand in the stock so long as there is some 
quantity of labour in conjunction with which it can, or is expected 
soon to be able to, produce more value than it could earn elsewhere. 
Otherwise it will be discarded. 

§ 2. The second matter concerns the treatment of an element of 
capital which bait deteriorated physically in some measure but still 
stands in the stock of capital. A distinction should be drawn 
between physical changes which, while leaving the element still as 

^ Baaed on " Net Tn eei"* and Capital Depreciation," Economic Journal, 
June 1936. 
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productive as ever, bring nearer the day of sudden and final break- 
down, and physical changes which reduce its current productivity 
and so rentable value. With the former sort of change, until the 
breakdown occurs, the capital stock is, I suggest, best regarded as 
intact. With the latter sort of change we may conveniently conceive 
of ph]^cal discards being made, whose quantity is measured by 
the oii^al quantity of the decaying instrument multiplied by the 
proportionate fall in its rentability. This is, of course, a subordinate 
matter; and a different view might be*tAken without me main 
argument suffering damage. In any event, even though We hold 
that certain sorts of capital affected by physical change (or by 
obsolescence) are discarded, not gradually in parts but suddenly as 
wholes, this does not imply that the aggregate of all sorts of capital 
together must experience a discontinuous discarding. Nor is any- 
thing that has been said inconsistent with the view that particular 
business concerns subject to discarding of a discontinuous type are 
well advised to make provision against it in a continuous manner by 
means of regular annual payments into a depreciation fund. 

§ 3. The third matter concerns the line to be drawn between the 
depletions of capital that are and depletions that are not compatible 
with maintainmg the capital intact. The attempt to justify the 
distinction between other depletions and depletions due to acts of 
God and the King’s enemies and ordinary depictions on the ground 
that the latter are incidental to the use of the capital instrument 
affected, which is made in Part I, Chapter IV, § 4, is not satisfactory 
as regards weathering through lapse of time and losses through fire 
and accident. It is not enough to argue, as was done in the text, 
that a necessary condition of use is subjection to the passage of 
time and so to the risk of these kinds of loss. For exactly the same 
argument could be used in regard to earthquakes and wars. A 
better approach is to say that capital is maintained intact if allow- 
ance has been made for such part of capital depletion as may fairly 
be called “ normal ” ; the practical test of normality being that 
the depletion is sufficiently regular to be foreseen, if not in detail, at 
least in the large. This test brings under the head of depreciation 
all ordinary forms of wear and tear, whether due to the actual working 
of machines or to mere passage of time — ^rust, rodents and so on— 
and all ordinary discarding through obsolescence, whether due to 
technical advance or to changes of taste. It brings in too the con- 
sequences of all ordinary accidents, such as shipwreck and fire, m 
short, of all accidents against which it is customary to insure. Ibd 
it leaves out capital depletion that springs from the act of God or the 
King’s enemies, or from such a miracle as a decision to-morrow on 
tite part of this country to forbid the manufacture of whisky or 
beer. These sorts of capital depletion constitute, not depreciation 
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to be made good before current net income is reckoned, but capital 
losses that are irrelevant to current net income. The line between 
the two sorts of capital depletion cannot be drawn precisely. It 
may vary between different times and different places, between a 
country such as England, for example, and one in which earthquakes 
are familiar events, against which provision by insurance is usual. 

§ 4. The last observation I should like to add is this. Clearly when 
any discarding has occurred, in order to make good the depletion 
of capital implied in it, th^t quantity of resources must be engaged 
which would suffice in actual current conditions of technique to 
compensate for the discarded element. But what of the direction 
in which this quantity of resources should be engaged ? Ideally this 
should be so chosen that the maximum possible addition is made to 
the present value of the stock of capital. If a machine has suffered 
damage and, in order to continue working, needs repair, in general 
much the most productive use for the resources engaged to offset 
the depletion of capital implied in this will be that of repairing the 
machine. But, if the demand for one sort of product has fallen off 
and some instruments so far engaged in making that product have 
in consequence been discarded, the most productive use for the 
offsetting resources will be in making maclunes for some industry 
the demand for whose product has meanwhile been enhanced. Here 
we have a clear principle. A basis for it may be found in the concept 
of capital as an entity capable of maintaining its quantity while 
altering its form and by its nature always drawn to th(»e forms on 
which, so to speak, the sun of profit is at the time shining. But in 
view of the fact that different firms, whether in the same or in different 
industries, are often controlled by different people, to apply this 
principle in its ideal form is seldom practicable. 



APPENDIX VI 

(To Part I, Chapters V and VI) * 

BEAL INCOME AND ECONOMIC WELFARE 

Ik the appendix to an article entitled “ The Evaluation of Real 
National Income,” published in Oxford Economic Papers for January 
1950, Professor Samuelson made, very courteously, some effective 
criticisms of parts of Part I, Chapters V and VI, of this book. The 
Editor invited me to comment. Not wanting to challenge Professor 
Samuelsou’s argument on any substantial matter, I thought that 
the most useful way of doing this would be by 8 a 3 dng directly in 
my own language how these things seem to me to stand now. The 
following paragraphs are reproduced from what I wrote in reply.^ 

I 

For any investigation in this field the starting-point is plain. If 
real income consisted of a single sort of measurable homogeneou.s 
commodity, it would vary from time to time in proportion to tin* 
quantity of this commodity contained in it. But in actual life real 
income is made up of a large number of heterogeneous commodities. 
If these were bound together in such a way that their several 
quantities always altered in the same proportion, real income would 
vary in accordance with this proportion. We should still have an 
unambiguous physical measure of change. If conditions were surh 
that, when the quantity of one commodity embraced in real income 
increased (or decreased), the quantity of none decreased (or 
increased), we would be able to say of the real income in one situation 
that it was greater or less than the real income in another ; though 
we should not be able to specify a proportion in which it was greater 
or less. In actual life it will only happen rarely that even the 
second less stringent of these conations is satisfied. In general, 
therefore, it is impossible, by means of any physical test, to say 

* “ KasI IncoBoe and Economic Welfare,” O^ord Eeonome Paptr$, 
rusty 19S1. 
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whether one real income is larger or smaller than another in a 
specified proportion, or even to say whether it is larger or smaller 
at all. When we read that real income, or the part of it represented 
by industrial production, is 5 or 10 per cent larger in one year than 
in another, this cannot be a true statement of physicol fact. The 
real incomes of the two years are physically incommensurable, and 
no algebraic manipulations, useful as these may be for some purposes, 
can get over that. Where do we go from here ? 

» 

II 

THE PROBLEM 

Let there be two situations, I and II, in which there are eo[ual 
numbers of persons, and let their aggregate money incomes (all of 
which are expended in bu)nng real incomes) be equal. In both 
situations real income is made up of the same various kinds of 
heterogeneous measurable items. In the first situation the quantities 
of these items respectively are a^, . . . and their prices o,, Oj . . . 

In the second situation the quantities are yj, y^. . . and the prices 

hi, hj . . . 

It follows, of course, that aiXi+a^ 2 + • • • ’^^iyi + h^ 2 + • • . 

Suppose that the values of the x’s, o’s, y’s, and fe’s are such that 
(1) OiXj + OjXj+ ... is > or, alternatively, is <61X1 + 623^2+ ... in a 
given ratio and (2) that bj^i + + ... is > or, alternatively, is 

<«i.Vi +<*8^2+ ... in a given ratio. 

What inferences about (1) real income and (2) economic welfare 
respectively can be derived from these statistical data ? This is our 
problem. 

III 

INFERENCES ABOUT INCOME 

Under this head consider first the relation between the actual 
real income of the first situation and the potential real income of the 
first situation’s pattern in the second. That is to say, given that 
the real income of the first situation comprises Xi, X2 . . . amounts of 
the several items, is, so to speak, of x pattern, what can be said 
about the relation of this actual income to the potential income of 
paUem in the second situation ? 

If we know that in the second situation constant supply priM 
ruk'8 everywhere, we can infer that the price of any nth item will 

the same in that situation if units of it are being produced m 
if .V« units are being produced. The prices actuaUy found in this 
“tuation will, then, also be those that would rule for the quantities 



822 


ECONOMICS OF WELFARE 


Ajn. 


proper to the &Bt sitiiation. Hence + ... is the aggregate 

price for which the real income of the first situation could pmr- 
chased in the second. Hence, given that ajXi+a^i...> or 
<hiXi+hjpB^+ ... in a given ratio, the potential x pattern real 
income in the second situation is greater or less than the actual real 
income of the first situation in this ratio. / 

If we do not know that in the second situation c|}nstant supply 
price rules everywhere, we cannot claim that bi, 6k . . . (or some 
multiple of them) were being produced insjjead of the Mtual y^, y^. . . 
Hence to know that OiXi + o,Xj+ ... is > or is <6i% + 6jX, ... in 
a ^ven ratio does not enable us to say that the potential x pattern 
real income in situation II is greater (or less) in a giv^n ratio than 
the actual real income of situation I, or even that it is greater (or 
less) at all. We may, indeed, hold in a general way, as I did in the 
text,' that the “ errors ” may be expected so far to cancel out that 
the potential x pattern real income of situation II is probably greater 
(or less) in some degree — ^though not in a given degree — than the 
actual real income of situation I. But this sort of a priori hunch is 
perhaps not worth much. 

Consider, secondly, the relation between the actual y pattern 
real income of the second situation and the potential real income 
of the second situation’s pattern in the first. The arguments 
developed above obviously hold good here also with appropriate 
verbal adjustments. 

There is clearly nothing to prevent both the potential x pattern 
real income in situation II being greater (or less) than the actual 
X pattern real income of situation I ; and cdso the potential y pattern 
real income in situation I being greater (or less) than the actual y 
pattern real income of situation II. There is nothing, that is to 
say, to prevent this tn a general way. As we shall see immediately, 
however, in a certain special case this state of things entails a 
contradiction and is, therefore, impossible. 

IV 

INVEBSNCES ABOUT ECONOMIC WELFABB 

Cose I. First suppose that in situation I all purchasers’ tastes 
and purchasing power are alike ; that no change in any of them 
takes place in situation 11 ; but that in that situation there is a 
change either as regards aggregate resources at work or as regards 
techniq^oe in some or all industries. 

Here prima faeie we may argue as follows. If in situation H 
potential X pattern income is rnwUer than actual x pattern income 

< * OL tmUf p. tt. 
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in situation I, we know that purchasers prefer the actual y pattern 
income of situation II to something less than the actual x pattern 
income of situation I. But this does not imply that they prefer it 
to that actual x pattern income itself, and so allows no inference 
about economic welfare. If, however, in situation II potential x 
pattern income is larger than actual x pattern income in situation I, 
then, since each purchaser must prefer what he actually buys to 
what he could have bought, and since each could have bought more 
X pattern income in situation II than he does buy in situation I, his 
economic welfare must b? larger. 

This, however, as Professor Samuelson has shown, is not exact. 
Each individual consumer, when y pattern income is actually being 
produced, knows that whatever he individually does will not 
prices differ from hj, 6* . . . Therefore the prices which he thinks 
of when deciding how much of anything to buy are b^, b*... 
What matters to him is his share of the potential x pattern income, 
as he thinks it would he, in situation II. Given then that this imagined 
potential x pattern income in situation II is larger than the actual x 
pattern income in situation I, it follows that economic welfare in 
situation II is larger than in situation I irrespective of what the 
]^>ot>ential x pattern income of situation II actually is. That is to 
say, in the conditions I have here supposed, if Oi®i+Oja;j+ . . . > 
h^x^ + . . ., economic welfare is larger in situation II. 

In these circumstances it follows that imagined potential y 
pattern income in situation I cannot be larger than actual y pattern 
income in situation II. That is to say, biVi +1*2^2+ . . . cannot be 
>aiyj + ajyj+ . . . For that would entail economic welfare being 
larger in situation I than in situation II: which contradicts what was 
established above. When constant supply price rules in both situations, 
so that imagined and true potential incomes coincide, what has been 
said of imagined potential incomes also holds of true potential 
incomes. A restrictive condition is, in fact, imposed in this special 
case excluding a relationship which, as we saw above, is in general 
admissible. 

Case 2. Secondly, suppose that, as before, everybody’s ^tes 
and purchasing power are the same in situation 11 as in situation I, 
hut that the tastes and (or) purchasing power of different purchasers 
differ from one another ; while, as before, there is a change on the 
supply side. 

In this case it is never possible to infer from price ^d quantity 
siutistics how economic welfare will differ in situation II from 
situation I. Given that (aiXi+OjX* . • 

necessary, as before, that the actual y pattern income boi^ht m 
situation II must be preferred to the imagined x pattern income 
which might have been bought. But it is not necessary that this 
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imagined x pattern income of situation 11, though it is larger than 
the actual x pattern income of situation I, yields more economic 
satisfaction than that does. For people who get more may have 
less keen desires for the additional things they get than people 'who 
get less had for the things of which they are deprived. Thus suppose 
that there are only two sorts of commodities, bread and beer, bread 
only being desired by one set of consumers and beer only by another 
set ; and that bread becomes cheaper, but beer dearer. Economic 
welfare may obviously be rendered greater if the forms of the utility 
functions of the two groups for bread an<f beer are of We sort and 
less if they are of another sort. \ 

Case 3. As in Case 1 ; but here tastes are supposed to\be changed 
uniformly ; while the quantity of resources at work and technique 
are not changed at all. If {aiXi + a^ 2 - • ’ •)> 

know, indeed, that in situation II the actual y pattern real income 
that prevails is preferred to the imagined x pattern real income which 
might prevail. But we do not know whether the imagined x pattern 
real income would yield more satisfaction in situation II than the 
smaller actual x pattern income of situation I, because tastes in the 
two situations are different. No inference can, therefore, be drawn 
about comparative economic welfare. Thus, suppose that real 
income consists only of a single sort of commodity, the aggregate 
supply of which is ^ed. It is obvious that, if peojJe come to care 
much more than before for this commodity, their economic welfare 
(satisfaction) will be increased ; if they come to care much less, it 
will be diminished. But price quantity statistics cannot distinguish 
these cases. 

More Complicated Cases. It is unnecessary to discuss more com- 
plicated cases, where tastes and purchasing power, being alike for 
all, both these and also technical conditions of production have 
changed, or, where, tastes and purchasing powers not being uniform, 
they and technical conditions have both changed. It is evident 
from what has already been said that no inference about changes in 
economic welfare can be drawn from price quantity statistics. 

Thus it is only in our Cose 1 shove, where quantity of resources 
and technical conditions have changed and tastes and the pur- 
chasing power are alike for all purchasers and have not changed, 
that inference about economic welfare are possible. 



APPENDIX VII 

t 

(To Part II, Chapter XV) 

DUOPOLY 1 

The discussion of Duopoly in § 2 of Part II, Chapter XV, is not, I 
now think, satisfactory. The following paragraphs are intended to 
emend and supplant it. 

§ 1. Let us suppose that there are two sellers only, with given 
productivity functions, engaged in producing the same commodity 
for a perfect competitive market, throughout the whole of which 
the commodity is sold at a uniform price ; and that each seller 
always endeavours to maximise his current net receipts. Let us 
suppose further that production and sale proceed in a succession of 
rounds, each occupying, say, a year. This is unrealistic, but not, 
I think, in such a way as to upset the argument. Then in respect 
of any given round there are four relevant quantities : A’s actual 
outi)ut, which we may call B s actual output, yj, the output 
from A which B expects, Xj, and the output from B which A expects, 
ya. Given the state of the market’s demand, A will then produce 
that output which, granted B’s expected output, will maximise his 
own net receipts ; and B will ])roceed in a similar manner. These 
conditions provide us with two equations. But, since there are 
four unknowns, they are not sufficient to determine anything. For 
that two further equations independent of these two are needed. 
Now A must expect, or, what for our purposes comes to the same 
thing, act as though he expected, something definite about B’s 
output ; and the same thing is true of B. The word definite is 
iniportant. It is not enough that A shall merely expect B to try to 
uia.ximise his net receipts in the light of his expectations about A 
Slid that B shall do the same thing. For that would merely mean 
u'riting the two first already given equations over again. A and B 
both t‘X[)ect something definite from the ot^her. These expectations 
provide two further independent equations. They do not, indeed, 

‘ This Appendix is not. except for a short paragraph, a repr^uotion of, but 
ir w partly in line with, “ A Oomment on Duopoly,” JScoiwwwo, December 194e< 
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imply that the price-quantity rituation in lespeot of any given 
round is uniqudy determined. For it may be that our equations are 
equally well satisfied by a number of alternative sets of values. 
But it does mean that that situation in each round is mathematically 
determinate. 

§ 2. This being so, we have to inquire into the fdrms that our 
second pair of independent equations may assume, proadly, each 
of A and B may expect either of two things ; first, t^t the other’s 
output will be a definite constant independent of what h^ himself may 
do ; secondly, that the other’s output will be some function of his 
own output. Practically speaking, we may take it that, if A expects 
B’s output to be a constant, this means that he expects it to be the 
same as B’s actual output during the preceding round, or possibly 
some derivative of the output of several preceding rounds ; he will 
not frame his expectation by thinking of a number in the abstract 
and writing it down. The same thing, of course, holds of B’s 
expectation. If A expects B’s output to be a function of his own 
output, the function may be either a simple multiple or something 
more complicated. These expectations may, and, as we shall see in a 
moment, will often, in fact, be constrained to be different in different 
rounds. But in respect of any given round they are what they are 
and the system is determinate. 

§ 3. But to be determinate, while it implies being in short-run 
— one-round — equilibrium, does not imply being in long-run 
equilibrium. A system is in long-nm equilibrium if, apart from 
shifts in the governing factors, there is no tendency for it to alter 
from one round to another and if there ie nothing inherent in the 
system to make any governing factor shift. These factors are, of 
course, always liable to shift, so to speak, on their own merits. For 
example, tastes may change, or techniques of production, or A’s 
forecasts about B may become more optimistic b^use A has taken 
a dose of benzedrine, or more pessimistic because he has contracted 
influenza or, indeed, for any cause not inherent in the system. Such 
things do not prevent the system from being in long-run equilibrium 
in the sense just explained, though they entail that Afferent long-run 
equilibrium situations exist at different times. But the system is 
prevented from being in long-run equilibrium at all if A’s expectation 
entertained in round I about what B is going to do in round^ II is 
presently contradicted by the facts ; and similarly for B. For in 
that case expectations in round II must be altered from what they 
were in round I. We shall have a long-run equilibrium situation if 
and only if the expectations entertained by each about the others 
conduct turn out to be correct, that is to say, if and 

I 4. We are thus led (m to investigate the character of the long- 
nm equilibrium that emerges provided that the forgoing condition 
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is satisfied. Let x without subscript be tbe output that A does and 
(since there is to be long-run equilibrium) is expected by B to 
produce, and y similarly for B. Then i^(x+y) is tbe price and 
(®+y) ^(* + y) ti''® gross receipts of A and B together. ,If there are 
no costs of production, as with Cournot’s imaginary mineral springs, 
(® + y) *^® ®®^ receipts — ^the monopoly revenue — of 

A and B togethe... Let us begin with this case. 

I 5. In order that there may be long-run equilibrium two 
equations must be simultaneously satisfied, namely. 


Hence 


This entails that 


x<f>(x + y)| = 0 and |y ^(a; + y)| = 0. 




from which it follows that 


Hence from (1) 


dx X 

--- j>-. 

dy y 


^(x+y) + (x + y)^||^|-0. 


This implies that (x-ty) must have the value which 

(x + v)<i(x+y); that is to say, the value which would have l^n 

obtaiMd if A and B were acting together as a single monopohst. 

Prime fade it might seem that ^ and may be equal to 1 1 in 

which case our equations would be satisfied if 

to say, in a nil cost situation, wth ag^egate ou pu ^ ^ 

would be in competitive conditions. But since, as » 

that would imply that either x or y is negative, which is 

oWiLsly impossible. Hence the only 2^?^^ 

situation is that in which the joint output of A ‘ i 

they would produce if joined together in a eiug e P y 

' Thi. rank ii to tomaw with tkh 
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§ 6. Consider next the case in which there are costs of pro- 
duction, but the average cost per unit of each monopolist depends 
not at all on his individual output, only on the aggregate output 
of the two together — ^whether this rises as output rises or falls or 
remains constant. Let us write f{x+y) for the average cost of 
production. We have then merely to write throughout each of 
our equations {<f>{x + y)-fix + y)) instead of <f>(x + y), i^d the same 
results as were reached in the preceding paragraph immediately 
follow. 

§ 7. Turn then to the case in which each seller’s average cost 
of production depends on his own output only, not on the aggregate 
output. If they both produce under conditions of constant supply 
price and their supply prices are e.qual, it is evident that the situation 
is again the same as before. Otherwise, however, it is more com- 
plicated and the equations that need to be satisfied in order that 
long-run equilibrium may exist are different. Putting /^fx) for A’s 
average cost of production and f^{y) for B’s, they are 

■ ( 3 ) 

It is thus no longer necessary to long-run equilibrium that 



proper to competition. What Cournot did in effect was to consider a single 
round in isolation. For this round he postulated that A has a certain expectation 
with regard to B’s output, and he then inquired how much A would have to 
produce in order to maximise his net recei{ks if that ex|>etJtation was fulfilled. 
A’s expectation about B being regarded as a constant, this method givers a 
determinate output in that round lor A, and a similar procedure gives s 
determinate output for B. For long-run equilibrium, however, as we have 
seen, these expectations have to turn out correct. This is incompatible with 
regaiding both A’s and B’s expectations as constants ; in order to be correct 
each of them must depend on the actual output of the other. In rew|«'et of a 
stngli^. round Cournot's assumptions are self-consistent and, if satisfied, yiei< 
a determinate result. But they are not legitimate in an inquiry alK>ut long-run 
equilibrium. This is easily seen from my equations, For Cournot’s asHumplKio 

implies that ^ and are both equal to 0, which, with x and y both measuring 

dp djp 

ftotual oatputo, U obrioiuly impoMiUie. Hence Coomot's (long-run) equiJibrw® 
ppution cennot eziat. 
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c{«Z7 Q? 

implying There must, however, be at least one pair of 

values of x and y that satisfies these two equations and so leads to 
a long-run equilibrium situation. Except in the special conditions 
described in the footnote, this is not the pair that maximises 
^88^8®^ receipts a pair that would result from a unified 
monopoly. But, none the less, the situation is one of long-run 
equilibrium. 

§ 8. We have thus found in all our three cases that, if the 
expectations entertained by A and B about the other’s output are 
so related that the actual outputs emerging as a result of them are 
equal to the expected outputs, a long-run equilibrium situation 
will establish itself, and we have seen how in the several cases the 
equilibrium will be constituted. But this does not tell us whether 
under Duopoly a long-run equilibrium situation is likely to emerge 
in fact. If it is very unlikely that the expectations entertained by 
A and B will be co-ordinated in the way we have described, it is 
very unlikely that there will be long-run equilibrium. Now, of 
course, it is possible that expectations so correlated may emerge 
spontaneously when a given set of conditions as to productivity 
and demand are first set up. The range covered by pairs of expecta- 
tions that are not is, indeed, much larger than that covered by pairs 
that are thus co-ordinated. This, however, is not decisive. Thus 
it is very unlikely that a single monopolist confronted with a com- 
petitive market will at the outset correctly gauge what the demand 
schedule of that market is, and so be able to adjust his output in 
such a way as to maximise his net receipts. By a process of trial 
and error he will, however, presently do this ; for he will be con- 
tinually impelled nearer and nearer to a correct judgment. Is there 
any similar tendency for two firms acting as duopolists, by a similar 
process of trial and error, to hit presently upon a pair of expectations 
compatible with a long-run equilibrium situation ? Obviously, if 
there is, it is immaterial whether the expectations initially and spon- 
taneously entertained are or are not so compatible. Suppose then that 
A finds his first spontaneous expectation about B wrong — e.g. that B 
is in fact producing more than he expected him to do. A may there- 
upon react by raising his expectation attitude about B and, conse- 
<luently, producing less himself. If B’sconductwasindependentof what 


’ Except where each prodaoer expects the other’s output to be an assigned 
nmltiple of its own output, the same whatever that output may be (compare 
A Comment on Duopoly,” iBeonomioo, November 1948, pp. 255 «f «eg.). In 


that 


Bpeoial 


•*»» (a constant). Therefore 






'ft, or 


thf 1 
the ft' 


whence 


ill drenmstanoes. 



830 


ECONOMICS OF WELFARE 


AST. vn 


A does in the way that the general demand schedule of the market is, 
he would have to do this. But B’s conduct is not thus independent. 
A may, therefore, react by producing more himself, expecting that, 
as a consequence of this, B will be induced to produce less. 'There 
is, of course, a like uncertainty about B’s reactions. Thus there is 
no tendency for trial and error to promote the formation of a pair 
of expectation attitudes so adjusted to one another ^ to allow a 
long-run equilibrium situation to emerge. There is no influence at 
work tending to convert expectation attitudes arising spontaneously 
that are not compatible with a long-run equilibrium situation into 
expectation attitudes that are so compatible. We shoulq rather look 
for an indefinitely prolonged series of successive situations, none of 
which are long-run equilibrium situations. Such a situation may 
emerge, so to speak, by accident. But, in general, duopoly will be 
associated with long-run disequilibrium, and so with fluctuations. 

§ 9. The limits within which the fluctuations must lie are easy 
to see. It will plainly pay neither A nor B in any round, no matter 
what he expects the other to do, to produce less than nothing. We 
cannot, I think, say more than this unless we regard the range of 
A’s and/or B’s expectations about the other as somehow restricted. 
At the other extreme it would pay neither to produce so much that, 
whatever the other produces, the price must fall below his own average 
cost of production — ^unless, regardless of loss to himself, he is out 
deliberately to destroy a rival. In that case, so long as this intention 
held, the upper limit of the disequilibiium range might be extended 
indefinitely. 

§ 10. In this discussion I have supposed, apart from a special 
case of cut-throat competition just referred to, that each of our 
sellers is seeking independently, without formal or informal agree- 
ment with the other, to maximise his net receipts. On this assump- 
tion no long-run equilibrium position can be established except by 
a fluke, even when one of our duopolists is enormously larger and 
is producing enormously more than the other. It may perhaps be 
urged that in that case the range of disequilibrium will be very 
small, and de minimie non curat lex. This, however, is not very 
satisfactcKy. What actually happens, I imagine, is that the larger 
produoor does not in fact set hizasdif, as we have so far supposed, to 
mavimiiie his current net receipts, but decides on an output or price 
tihat comes, in his view, near enough to doing that to be satisfactory, 
and then sticks to it without bothering about what his small nva 
does. This small rival will then do the best he can for himself, teluug 
account of what the big one is dmng. This gives a long-run equilibnum 
situatUm. The conditions for it, however, are not likdy to be satwhea 
where the two duopolists are at aU comparable in sixe and power. 



APPJENDIX VIII 


(To Part II, Chapter XVI) * 


ALL-ROUND MONOPOLY 


§ 1. In the text some study was made of the consequences of sub- 
stituting simple monopoly for competition in a single industry. It 
is of interest to wk further how a system in which all industries are 
monopolised would compare with one in which they are all operated 
under conditions of competition. We suppose that under both 
systems the same volume of resources is employed and every 
individual firm is of optimum size. We also suppose, to make the 
analysis more tractable at the expense of making it unrealistic, that 
all the several commodities are independent of one another, neither 
substitutes nor complements in the Marshallian sense. 

§ 2. A preliminary issue to decide is whether a system of this 
kind will be determinate without further data. Doubt might be 
raised about this by reflecting on the case of a monopolist buyer 
and a monopolist seller bargaining with one another. But in our 
case each noionopolist sells to individual members of the public, 
whether his own employees or not, not to other monopolist organiM- 
tions. Each of tiiem, in other words, is dealing with a competitive 
market and that situation is clearly determinate. ^ 

§ 3. Since the controllers of every mono^ly are supposed to aim 
at maximising their net receipts, the condition that the same abro- 
gate volume of resources shall be engaged under the mono^h^c as 
'inder the competitive system implies that under the former fac ors o 
production are “ exploited ” and forced to work for a lower return 
(except in so far as they themselves are controllera and enjoy e 
bruits of monopolisation) than they would do under compe iiom 
'fhe rate of return obtainable by the factors must ! 

highly abstract world to be the same in aU industnw. Ihus in 
®fiect a uniform cut in costs is made in all mdustnes 

* Thia aukttet is diMiisMd on a different method with simaar reeults in Tk 
‘*®*®®**w of SMkmary iStofoi, chapter 41. 
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expense of the factors of production (other than the controllers). 
This should enable us to determine how a shift to monopolisation 
would modify the distribution of resources among different industries. 

§ 4. Consider first the simplest case in which the demand and 
supply curves may be represented by straight lines. Then in any 
industry, if monopoly were substituted for competition and no 
cut in costs were introduced, output would be contracted as against 
competition by one-half. The cut in costs will, therefore, affect 
output ever 3 nvhere in the same proportions when monopoly rules as 
it would do if competition ruled. With constant suppW prices it is 
evident that the cut in coats will expand output, and so W quantity 
of resources employed, in a larger proportion in industries tlie 
demand curve of whose products is less than in those in which it is 
more steeply inclined. Thus we may conclude that, when all-round 
monopoly is substituted for all-round competition and the total 
volume of resources employed is held constant, output and the 
volume of resources employed will be increased in industries with 
flattish demand curves and decreased in those with steepish demand 
curves ; while industries with some intermediate degree of demand 
steepness will produce the same output, and engage the same 
volume of resources, as they would do under all-round competition. 
When constant supply price does not rule, this conclusion still holds. 
For we may exclude the possibility of increasing returns acting so 
sharply that less resources are required to produce a larger than a 
smaller output. Further, as between industries with similar demand 
conditions, when all-round monopoly is substituted for all-round 
competition, the volume of resources employed in any industry is 
more likely to be increased the steeper is the supply curve if down- 
ward-sloping and the less steep if upward-sloping, provided that the 
demand curve does not slope so steeply as to make expenditure on a 
larger less than expenditure on a smalln output. If the demand curve 
does slope more steeply than this, the opposite conclusion holds. It 
is not difficult to show this by means of a diagram. 

§ 5. If we abandon the assumption of straight line demand and 
supply curves and substitute for steeper and less steep the vaguer 
notion of less and mote elastic in a general way, the same results 
hold good broadly. A more exact analysis would need the help oi 
mathematics. 



APPENDIX IX 

(To Part II, Chapter XVII) 


IMPERFECT COMPETITION 

§ 1. No reference is made in the body of this book to the now 
familiar topic of imperfect comjKitition. The first sustained attempts 
to investigate this subject were made by Mrs. Robinson and Professor 
Chamberlin in the early thirties. Had their work appeared a few 
years earlier, I should, no doubt, have given a proper place to this 
subject in my book. For it is evident that the presence anywhere 
of imperfect competition is liable, like the presence of simple 
monopoly, to modify the allocation of resources among different 
uses, and so to affect the national dividend ; and, moreover, to afiect 
this yet again by interfering with the influences pushing individual 
firms towards optimum size. But Mrs. Robinson and Professor 
Chamberlin came on the scene too late to help me and I had not 
the vision to help myself. 

§ 2. From the standpoint of this book the most important con- 
sequence of the new analysis may be set out as follows. In the 
second division of Appendix III it was shown that in conditions of 
competition— by which is there meant perfect competition— in any 
industry marginal cost and average cost in the equilibrium firm 
must be equal. This obviously implies that the size of that firm 
must be such that average cost is the smallest possible. 

§ 3. Now the characteristic of perfect competition is that the 
fieinand for the output of any one firm is infinitely elastic, in such 
^ise that, if it varies its price in any degree above that of the others, 
it will lose the whole of its custom. In imperfect competition, 
however, the elasticity of demand for the output of any one firm 
is not infinite. If it raised its price a little relatively to the others, 
it would lose a part of its custom, but, owing to some people preferring 
to others, not the whole of it. In view of this will be 
stimulated, in the hope of monopoly gain, to charge higher prices 
®^*id operate on a scale than they would do under perfect 

833 2x 
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competition. They cannot, in fact, secure a monopoly gain because, 
as is further supposed in the theory of imperfect competition, 
factors of production can move freely between industries, so that 
their attempt to do so will be frustrated by new rival firms entering 
the industry. But they will try to do that. 

§ 4. It follows that in an industry in which imperfect competition 
prevails there will be a larger number of firms and the equilibrium 
fom will be smaller in size than would have happened had perfect 
competition ruled. But under perfect competition the size of the 
equilibrium firm would have been such as to make margipal cost and 
average cost equal. A smaller size will entail marginal\ cost being 
different from (greater than) average cost. Average coit will not, 
therefore, be the smallest possible. 

§ 5. Thus imperfect competition in any industry, as compared 
with perfect competition, entails a wasteful use of resources by 
bringing them together in firms of less than the technically most 
efficient size. 



APPENDIX X 

(To Airt IV, Chapter III) 

THE ELASTICITY OF SUBSTITUTION^ 

§ 1. The concept of Elasticity of Substitution was developed and 
iscussed in the early thirties by a number of writers, notably Dr. 
Hicks, Mrs. Robinson and Mr. Kahn. It does not, hke that of 
Imperfect Competition, open up a new field of inquiry. It provides 
a new phrase and a new technique. Thus, in the footnote to p. 665 
above it is shown (in effect) that the condition required, in order 
tliat a small increase in the quantity at work of one of two factors 
of production — there being no other factors— shall leave the pro- 
portionate shares of the two factors unchanged, is that the elasticity of 
demand for the expanded factor is numerically equal to the aggregate 
output divided by the share of the other factor. In the new ter- 
minology this condition can be expressed by saying that the elasticity 
of substitution between the two factors is numerically equal to 
unity. (A proof that these two statements are equivalent is given 
in The Economics of Stationary States, p. 310.) What we want to 
know, therefore, about this concept, after the meaning of it has been 
explained, is how far it is likely to be useful as a tool of thought in 
comparison with other tools. 

§ 2, The elasticity of substitution in its most fundamental form 
may be defined as “ the proportional change in the ratio of the 
amounts of the factors (engaged in producing any commodity) 
divided by the proportional change in the ratio of their marginal 
physical productivities.” * This definition — applied to industries, 
iiot, as Mrs. Robinson, from whom this wording is taken, applies 
it, to individual firms — ^may be expressed symbolically thus ; let a 
and h be the quantities of any two factors of production A and B — 
it is immaterial how many factors there are — engaged in producing 
some commodity, and j>a and pj their marginal products. When a 

* Reprinted with modifioationa and with a substitated first paragraph from 
tte JoarwO, March 1933. , ^ 

Robinson, The Sconomks Imperftd ComfOitum, p. 830, n., and Kahn, 
0 / Beonomk aHuKss, October 1933, p. 72. 
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increases to (a + Aa), b becomes (6 + A6), y, becomes (y<, + AyJ and 
becomes (yj +Ayj), The elasticity of sutetitution, wUoh we may 
call rj, is then equal to 




a Pa 
b yj 


Let us write a, ^ and \ Then by an 

^ Pa Pb ^ 

easy reduction we have, in the limit, ‘t)-- * ^ 


§ 3. This way of defining the concept implies that there is, 
between any two factors that it relates, a single unambiguous 
elasticity of substitution, irrespective of the manner in which the 
initial equilibrium situation is supposed to be disturbed. As will 
be shown presently, this implication is, in fact, correct in the special 
case where the relevant productivity function is homogeneous in the 
first degree — i.e. where conditions are such that equi*proportioiiate 
changes in the quantities of all the associated factors entail a change 
in the same proportion in the quantity of output * — ^and where only 
two factors of production are operating. In the general case, 
however, it is clear that no implication of this sort holds. When 
the proportional quantities of any two factors alter in a given 
measure their proportional marginal productivities will, in general, 
alter differently according to the nature of the disturbance that has 
taken place — according as it is brought about by a shift in As 
supply function, or in B’s or C’s or D’s. Thus there is not, between 
any two factors, a single elasticity of substitution, but a large 
number of such elasticities. As between factors A and B there are 
elasticities, which we may write bVab> eVab> so on, according 
as the initial equilibrium has been disturbed by a move in A’s, B’s 
or C’s supply function. Similarly, as between any two factors 
Q and R, there are a series of elasticities of substitution, which, 
with a like significance, may be written b‘')qr> o’lar’ 

Thus, if there are n factors of production, there are, in general, 

na(n-l) 

2 

* Thewriten who have so far made use of this oonoept have usually preferred, 
when treating the matter formally, to define the elastioity of substitution 

“ ^ ISde is a mattw of taste. I prefer not to insert the minus sign, and 

•hall proceed on that plan in the diacnieton that follows. , 

• In a many’fitrm industry Ais im^fies tiiat the marginal physical . 
tlvity of any faetor to tiie firm by which it is employed is equal to its marg 
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elasticities of substitution. The fact that in the special case of two 
factors and a homogeneous function of the first degree the two 
elasticities and which this formula allows, happen to be 
identical does not, of course, invalidate the rule. 

§ 4. Let us now investigate the particular elasticity of substitu- 
tion oTJab ill the general case where there is no proviso either that 
the productivity function is a homogeneous function of the first 
degree or that there are only two associated factors. It will be 
enough for our purpose to consider a system containing three factors. 
The presence of a larger number would extend the algebraic analysis, 
which is, in any event, cumbrous, without introducing any new 
point of interest. Write for the productivity fimction F and for the 
quantities of the several factors o, 6, c : so that the quantity of 
product is F(a, b, c). For simplicity of working let us choose units 
such that a =■ 6 = c. This, of course, makes no difference to the result 

reached. For the marginal product of A, namely, ’'''^ite pg ; 

analogously for the marginal products of B and C. Next distinguish 
a series of elasticities, to be called elasticities of partial prodwtivity. 
For each factor there is an elasticity of partial productivity in respect 
of shifts in the supply functions of itself and of each of the others. 
The elasticity of partial productivity of factor A in respect of B is 
the proportional change in the marginal productivity of A due to a 
given proportional change in the quantity of B, when the quantities 
of all the other factors are unaltered, divided into that proportional 
change. Thus write for A’s elasticity of partial productivity in 
respect of changes in A ; |,€a for A’s elasticity of partial productivity 
in respect of changes in B ; and so on. Then — 

JL _ “ . 

a€g~pg da 


^ 6 dpg 

1 ^ C dpg 
c^a pa 9c 

1 o . 

^rpb 9o 

1 b dpi 

7rpb'~^ 

1 ^ c dpi 

dc 


productivity to the whole industry, ».«. that marginal private Md marginal 
•ooisl prodnot ooinoide. 
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while — , — and — have corresponding meanings. 

a*« 6*c e^e 

Write <26 and do for the changes in the quantities of B and 0 
that are brought about when the quantity of A is changed, through 
a shift in A’s supply function, from a to {a+da). Finally, write 
Ca, C(, for the elasticities of the supply functions oi| A, B and C. 
Then the elasticity of substitution between A and B^in respect of 
shifts in A’s supply function, namely — 





Hence, by algebraic manipulation, we obtain 

( (1 - i (1 - i] 11 - i] U (i 

•Vab \ a^bf U«a b^bf lc<o e^bf f { daf 

§ 5. This formula contains two unknowns, and and is, 

da da 

therefore, without significance until the values of these have been 
determined. For that to be possible some assumption must be 
made about the relation between the rates of payment of the factors 
B and C and their marginal products. The natural assumjrtion is 
that the relation is one of equality. If the productivity function is 
homogeneous in the first degree, and if conditions of perfect com- 
petition prevail, this assumption must conform to the facts. Tlie 
rate of payment of every factor must then be equal to its marginal 
product. If the condition of homogeneity is not satisfied, it is 
impossible for this to be true of all the factors ; for payment on 
that plan would involve aggregate receipts for ail the factors together 
either greater than or leas than aggregate output. But that the two 
factors B and C should be paid in accordance with their marginal 
productivity is still possible. Let us suppose that they arc, in fart, 
so paid. It follows that, for equilibrium, the marginal product of H 
must be equal to the supply price of the extant quantity of it ; and 
similarly for C. Hence the change in the marginal productivity of B 
consequent on the shift in A must be equal to the change in its 
supply price ; and similarly for C. 


Hence 

But 


da b Cj* 

d d db d de d 
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Hence 

In like manner, 


db 1_ \ ^dl> ]_ dc l_ 
do Cj jCj da jC], da 
dc 1 I dc \ db 1 

da e. da da 


Writing 

equations 


1 1 


=m and 


e'e 

1 _ r 

c^c 


h^c 


=«, we derive from these 


and 


dh_ 

da 


dc 

da 


l+Li L 

a^b a^_e 

'1 \ 1 

m 

W c^b b^e 

1 1 


1 1 

_ — -I — ■ 

■ ■ 1 


6^f a£&, 

1 

m 6 €c /6 


( 2 ) 


(3) 


By substituting the values of ^ and thus obtained in equation (1) 

we arc able to express --- in terms of e^, e, and the various € s. 

It is not necessary to write out the highly complex expression 
that results. The essential point is that and e^ representing the 
dasticities of supply of B and C. are contained m it 

8 6, Let us now suppose, not only that the factors B “d 0 are 
paid in accordance with their marginal products, ^ 

Ire associated in a homogeneous function of the first degree. Thi 
condition entails the equality 

Sf-t'st’’- SV- ' 

..d ,h. t.o 

factor is, with a homogeneous fnnctio ^ ^ 

by an eiual proportional change in the quantities of all of them. 


Hence we have 



. W 

a^a 


_l+^ + ^=o . 

. (5) 

«€5 },^b 


i.i+i-o. . . • 

. (6) 

,e* «*« 
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No essential simplificatica is made in the complex final expression 

for . In particular, the elements Cj and c* are not eliminated from 

it. Thus, equally whether or not we assume that the productivity 
function is homogeneous, the elasticity of substitution between A 
and B in respect of shifts in A does not measure any cbaiacteristio 
either of the general productivity function or of any supply^function, 
but is a complex consequence of interactions between productivity 
and supply. • 

§ 7. The next step takes us to the special case in which there 
are only two factors of production. If we require the factor B to 
be paid according to its marginal productivity, but do not require 
the productivity function to be homogeneous in the first degree, 
the formula for the elasticity of substitution between A and B in 
respect of shifts in A’s supply function is greatly simplified. The 

dh 

element of course, disappears. The element ^ is then derived 
from the single equation 

db \^\ db \ 
do Cj aCj, da 


Hence 


*> i .»» ■ \i<» «•// 


Inserting this value in the general equation (1), we obtain 



l l l l lfl l) 

n^a o56 a^b l 

a«6 ^b 


This expression is, of course, very much less cumbrous than that 
proper to the case of three (or more) factors of production. But, 
it will be observed, the elasticity of supply of B, namely is .still 
contained in it. 

§ 8. Finally, let us add the condition that the producti\'ity 
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function is a homogeneous function of the first degree. In accordance 
with what is said in § 6, this entails, when there are only two factors, 



0^0 



0^6 h^b 


( 8 ) 

(9) 


Hereupon the complex forrjula of the preceding section reduces to 
the very simple expression : 


_1 ^ 1 ^ 1 
aVab a^a b^b 


.( 10 ) 


an expression which is also obtainable direct from equation (1). The 

companion expression obviously has an identical value. This 

value, if the rule of diminishing returns for factors of •production is 
obeyed, and if my usage of not inserting a minus sign is followed, 
must be negative, since each of aCo b^b is negative. In any 
event, whether this is so or not, the element Cj, has been eliminated, 
while the element e* does not, of course, exist. The elasticity of 
substitution describes certain characteristics of the productivity 
function, and is not connected with supply conditions in any way. 
It is an elementary fact, and not a consequence of a series of complex 


interactions. 

§ 9. Having thus completed our analysis, we have to consider 
how far this concept is a serviceable one. let us first consider the 
special case of two factors only, associated in a productivity function 
homogeneous in the first degree. If the characteristics of the 
productivity function, which the elasticity of substitution in this 
case defines, can be shown to be relevant to the solution of any 
important problem, there is so far reason for disentanghng them and 
giving them a name. This can and has been shown. Thus, as was 
indicated in § 1, when, subject to the above conditions, the quantity 
of one of two factors is increased, the efiect on that factor s pr^ 
portional share of the product can be exprereed by reference to the 
way in which the magnitude of the elasticity of substitution is 
related to unity. Again, Dr. Hicks has used the concept-^nce more, 
of course, subject to the above conditions ^to extend an genera m 

«ui important theorem of Marshall 8. Marshall, it will ^ remem ere , 

worked out, in respect of a commodity made up of two elements 
whose proportions are fixed, e.g. knives contaming one a e an 
one handle each, rules relating the elastacity of demand for one 
element to the elasticity of demand for the whole commodity, the 
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elasticity of supply of the other element and the comparative parts 
played % the two elements in the total cost. He had also observed, 
without furnishing formal proof, that these rules are not substantially 
modified if the commodity is of such a sort that the proportions 
between the elements are ^fierent when different amounts are being 
produced.^ It is easy to see that, when some commodity is being 
produced by the joint action of two factors of production, the 
factors play a j)art analogous to that of the elements handles and 
blades, in Marshall’s case. If, therefore, the proportifons between 
their respective quantities are rigidly fixed, or if, not, being fixed, 
they are functions of the quantity of commodity that is being 
produced, Marshall’s elasticity rules apply. But of course, in fact, 
when we are dealing with factors of production, and not with 
elements such as the handles and blades of knives, these conditions 
are not satisfied. For the proportions in which the factors are 
employed will depend in part upon their prices, and, at all events 
with a commodity that engages large amounts of the factors, these 
prices will be modified when the output of the commodity is modified. 
Hence it is important to find, in respect of this more general case, 
rules corresponding to those wiiich Marshall found in the particular 
case where the proportions of the constituent elements are inde- 
pendent of their prices. For two factors associated in a productivity 
function homogeneous in the first degree Dr. Hicks has done thi.<i. 
Write E for the elasticity of demand for the commodity ; e for the 
elasticity of supply of factor B ; wi for the proportional part of the 
total cost that consists in payments to A ; and A for the elasticity of 
demand for factor A. Then, when Marshall's conditions are satisfied, 
bis rules can be expressed in the formula 

y wEe 

Dr. Hicks has shown in effect * that, if we write tj for the elasticity 
of substitution between A and B, 

V ^(E + e) + mc(Fj -rj) 

''*"E+l“w(E-7^r' 

In Marshall’s simple c&Revj is nil ; so that, in that case, the generalised 
formula reduces, as of course it is bound to do, to bis formula. Dr. 
Hicks’ result is an important one, and the uase of the symbol rj 

> Principlee, Mathematical Note XV. 

* The Theory of Wages, p. 244. In this formula, which is translated directly 

from Dr. ]EBok8’ version, ij is defined on his plan as - ~ — not on my pl®'"’ 

jr, -*r» 

which omita the minus sign. 
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enables it to be expressed in a very compact form. A third interesting 
application of the new concept has been made by Mrs. Bobinson. 
She has shown— -*gain, of course, only for the case of two factors 
and a productivity function homogeneous in the first degree — ^that, 
when the quantity of one factor is increased, the demand price per 
unit for the existing quantity of the other is increased or diminished 
according as the elasticity of demand for the commodity is (numeri- 
cally) larger or smaller than the elasticity of substitution.^ Thus in 
the somewhat rarefied atmcephere in which alone it has so far been 
employed the new concept has proved its worth. 

§ 10. If, however, we pass beyond the case of two factors only 
this is no longer so. For here the elasticity of substitution is a com- 
plex describing characteristics of one or more functions of factor 
supply interwoven with characteristics of the productivity function. 
If and when we have expressed the conditions of some event in a 
formula embodying the elasticity of substitution, we have merely 
entangled together difierent elements which have presently to be 
Entangled. No elasticity formula, of course, can itself constitute 
realistic knowledge ; at best it is only a bridge towards such 
knowledge. But a formula containing the elasticity of substitution, 
except where there are only two factors of production and conditions 
are such that elements connected with the supply of these can be 
eliminated, is an unnecessary bridge. It does not dispense us with 
crossing the necessary bridges ; it provides a roundabout way of 
coming to them. It is no easier to go by the roundabout way than 
by the direct way ; and it takes a longer time. 

§ 11. In these circumstances it is open to us either to retun 
the definition for elasticity of substitution that I have been studying 
and recognise frankly that the concept is serviceable only in the 
narrow class of cases discussed in § 9, or to modify the defimtion 
in such wise as to exclude the e’s db initio. One definition that 
would accomplish this has been suggested to me privately by Dr. 
Hicks. Under it jfjat i® ^ 



a 

b 


Pi 

?• 

Pi 


> m Seontmies of Imptrfta ComptMum, p. 269. ^ 

'‘PpUcations the elasticity of substitution must pro. 

‘hange in the ratio of 4 quantities of the two 

Pwtional ohaage in the ratio, not of their maiW 3 

Priecs. p3«i, however, a. is here ^umed. 
ft^icordinff to their marginal productivities, the elastic ty , 
obvioudy the same whether it is defined in die one way or 
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a small amount of A is substUuted for B in such a way as to 
leave the total product unchanged, and the amounts employed of other 

factors, C, D, etc., remain constant. This implies that ^ =0 and that 


db . 

j 18 such as 
da 

equation (1) 

1 1 
.a'a a*6 


to make ^{®p« + op» + op«}=0. 



Hence from 

/ 


aOah 



The companion expression for — — is obviously identical with this. 

bVab 

A much simpler method of extruding the c’s is to define as above, 
substituting for the words there italicised the words when a small 
amount of A is added and the amounts employed of all the other factors, 

including B, are constant. This implies that ^ = (1 a»d also ^=0. 

Hence from equation (1) 

1 fl 1 


aVab 


0*6 


The companion expression for is } . When there are 

6’?o6 U<6 6<<i) 

only two factors of production associated in a homogeneous function 
of the first degree, both the above ways of defining the elasticity of 
substitution come to the same thing as the way followed in earlier 

sections. All the ways make and both equal to | — + - 

For this case, therefore, any of the definitions may be used indiner- 
ently. But for the general case this is not so. Both new definitions 
have the advantage that they describe characteristics of the })ro- 
dnetivity function without any intrusions from the side of factor 
supply. The second is obviously much the simpler of the two. 
Whether either of them can be turned to a useful purpose in treating 
the problem of distribution among more than two factors of pro- 
duction remains to be seen. In my own work I have found it more 
convenient to deal with the elasticitieB of partial productivi y 
individually rather than with combinations of them.^ 

* Of. The Xeonomies qf Stationary States, Appmdix XI. 



APPENDIX XI 


MBA8URABIUTY AND COMPARABILITY OF XJTILITIB8 

This Appendix comprises the first half of an article entitled “ Some 
Aspects of Economic Welfare,” which appeared in the American 
Economic Review of Jane 1951. 


I 

THE PURPOSE OF WELFARE ECONOMICS 

Welfare Economics is concerned to investigate the dominant 
influences through which the economic welfare of the world, or of 
a particular country, is likely to be increased. The hope of those 
who pursue it is to suggest lines of action — or non-action — on 
the part of the State or of private persons that might foster such 
influences. Nobody supposes that economic welfare is coincident 
with the whole of welfare or that the State ought to pursue it 
relentlessly without regard for other goods — ^liberty, for instance, 
the amenities of the family, spiritual needs and so on. But here 
we are not concerned with these things ; only with economic 
welfare, that is to say, the part of welfare that is associated with 
the economic aspects of life. First and foremost we have to satisfy 
ourselv^ as to what that is and, more particularly, to decide whether 
or not it is the sort of thing to which the notions of greater or less 
and increase or decrease can properly be applied. For, if they 
cannot. Welfare Economics, every part and aspect of it, vanishes 
and leaves not a wrack behind. 


n 

TEB ItBANINO OF ECONOMIC WELFARE 

I^t na oonsider first a single individual. What do we mean by 
the economic welfare of such an individual 1 It will be generally 
®'greed that mrut be somehow resident in his state of mind or 
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consciousness. When ve speak loosely of material welfare,” in 
the sense of a man’s income or possessions, that is not welfare as we 
are thinking of it here. Material welfare may be a means to welfare, 
but it certainly is not identical with or a part of it. As it seems to 
me, welfare must be taken to refer either to the goodness of a man’s 
state of mind or to the satisfactions embodied in it. i If we were 
prepared to say that the goodness of satisfactions depended simply 
on their intensity it might not be necessary to make this distinction. 
But it is generally felt, in a vague way, thjt some sorts of aatisfaction 
are in their nature better than others, and that quite irrespective of 
whether or not they entail dissatisfactions later on. If this is right, 
a situation containing more satisfaction is not necessarily “ better ” 
than one containing less. For the present purpose, I propose to 
make welfare refer to satisfactions, not goo^ess, thus leaving it 
possible that in certain circumstances, a government “ ought 
granted that it “ ought ” to promote goodness — to foster a situation 
embodying less welfare (but more goodness) in preference to one 
embodying more welfare. 

A man’s welfare then consists in his satisfactions. But what 
does satisfaction mean ? Not simply happiness or pleasure ; for a 
man’s desires may be directed to other things than these and may 
be satisfied. It might seem that, when his desire attitude is given, 
his satisfaction depends straightforwardly on the extent to which 
his desires are fulfilled. But the satisfaction yielded when a desire 
is satisfied does not always bear the same proportion to the intensity 
of the desire. Not only may people make mistakes, desiring certain 
objects in the hope of satisfactions which they do not in fact yield, 
but also, as Sidgwick observed, “ I do not judge pleasures to be 
greater or leas exactly in proportion as they exercise more or less 
influence in stimulating the will to actions likely to sustain or 
produce them.”* Some economists, neglecting this point, have 
employed the term ” utility ” indifferently for satisfactions and for 
desire^ess. I shall employ it here to mean satisfactions, so that 
we may say that a man’s economic welfare is made up of his utilities. 
For a full treatment we should need to bring into account also such 
dissatisfactions m disutilities as men may suffer from work, or, 
what is not quite the same thing, such further satisfactions or 
uriliries as leisure yields to them. It would not be difficult to do 
this, but doing it would complicate and lengthen the discussion. 1 
shall not, therefore, trespass into that field. 

* Methods of Ethics, p. 126 ; quoted in the text, ante, p. 24:< 
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III 

MEASURABILITY AND COMPARABILITY IN PRINCIPLE OF 
SATISFACTIONS ENJOYED BY THE SAME INDIVIDUAL 

I said in Section I that, if economic welfare were not something 
to which the notion of greater or less were applicable, Welfare 
Economics would vanish away. It is sometimes thought that this 
notion cantiot be applicablf^ unless satisfactions are measurable. 

Now for magnitudes of any kind to be measurable means that a 
unique and reciprocal correspondence, a one-one relation, can be 
established between the magnitudes in question and cardinal 
numbers. Extensive magnitudes, such as length, are, in general, 
measurable in this sense. Pleasures, satisfactions, utilities, are 
intensive magnitudes and are not measurable. They are not the sort 
of thing that we can correlate with a series of cardinal numbers. 

It is true, no doubt, that an intensive magnitude may sometimes 
be correlated with an extensive magnitude and so may be capable 
of being measured indirectly. This would be true of satisfactions if, 
by a miracle, they were correlated rigidly with levels of temperature 
or speed of pulse. Moreover, there is, in fact, available in our field an 
“ extensive ” magnitude of the kind required, namely, the amount of 
money that a man would be willing to pay in order to avoid losing 
a given satisfaction or pleasure. Marshall, it will be remembered, 
laid stress on the advantage which economics has over other social 
sciences in possessing this measuring rod. Apart, however, from 
complications about the relation between the intensity of desires 
and the intensity of the satisfactions that result when a desired 
object is secured, to which I have already referred, neither Marshall 
nor anybody else claims that money enables us to measure anything 
more than small parts of a man’s satisfaction. If I have an income 
of £1000, it is reasonable to say that the satisfaction I get (or, 
more strictly, expect) when I spend £2 on a small increment of one 
commodity is likely to be twice as great as what I get when I spend 
£1 on a small increment of another. But nobody supposes that the 
satisfaction I get from the whole of my £1000 income will be only 
1000 times as large as what I get from the expenditure of a single 
niarginal pound. Money does not, therefore, enable us to correlate 
satisfactions with a series of cardinal numbers, that is, to measure 
it in the sense understood here. We must concede that they are 
^lot measurable in that sense. 

This, however, is far from entailing that satisfactions are not in 
Punciple comparable. The following passage from Bertrand Russell 
*«ake8 this clear. “ Those mathematicians who are accustomed to 
an exclusive emphasis on numbers will think that not much can be 
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said with defimteness concerning magnitudes incapable of measure- 
ment. This, however, is by no means the case. The immediate 
judgments of equality, upon which (as we saw) all measurements 
depend, are still possible where measurement fails, as are also the 
immediate judgments of greater and less. Doubt only arises where 
the difference is small ; and all that measurement ijloes in this 
respect is to make the margin of doubt smaller — an hchievement 
which is purely psychological and of no philosophical importance. 
Quantities not susceptible of numerical measurement «n thus be 
arranged in a scale of greater and smaller magnitudes, and this is 
the only strictly quantitative achievement of even numerical 
measurement. We can know that one magnitude is greater than 
another and that a third is intermediate between them ; also, since 
the differences of magnitudes are alwa 3 rs magnitudes, there is alway.s 
(theoretically at least) an answer to the question whether the 
^fference of one pair of magnitudes is greater than, less than, or 
the same as the difference of another pair of the same kind. . . . 
Without numerical measurement, therefore, the quantitative rela- 
tions of magnitudes have all the definiteness of which they are 
capable — nothing is added, from the theoretical standpoint, by the 
assignment of correlated numbers.’' ^ 

A corollary follows — or seems to follow. Given that we are able 
in principle to say that the difference between one pair of magnitudes 
is greater or less than the difference between another pair, we 
must presumably also be able to say that about differences between 
differences. This entails that, in spite of the fact that utilities are 
not measurable, it is still legitimate in principle to imagine a 
marginal utilities curve and to say, not merely that it slopes down 
or up, but also that it slopes more or less steeply as we move along 
it from right to left. 

It is, indeed, impossible even in principle to draw a base line for 
the curve. Non-measurability entails that. It is thus meaningless 
to say that the utility derived by one individual in a given period 
from St units of a commodity is twice, or any other multiple, of the 
utility derived from y units, or to say, for example, that the curve 
is a rectangular hyperbola or bears some specifiable relation to a 
rectangular hyperbola. This entails that we cannot compare the 
dami^e done to welfare by a given proportionate change in a man « 
income when he is enjoying incomes of different sizes. Such questions 
as whether a tax proportioned to income will inffict equal sacrifice 
upon him whatever the size of his income or whether a tax pro- 
gressive in some given form and degree is required to do this, are 
unanswerable, not merely from lack of data, but in principle- i h"’ 
the non-measurability of utility rules out one type of question, 

^ RomsU, Prindjiiu MatiumaHett pp. 182-3. 
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which, were utility measurable, it would be legitimate to ask — ^and 
which, assuming that it u measurable, I did ask in Chapter 7, 
Part.il, of my Study in P\Mic Finance. This does not, however, 
reduw the domain of Welfare Economics very seriously, nor does 
it seriously matter that such questions as whether aggregate welfare 
would be increased if the population were larger but individual 
satisfactions smaller, are in principle, not merely in practice, 
unanswerable. 

IV 

COMPARABILITY IN FACT 


So far I have been discussing comparability in principle; are 
satisfactions or utilities the sort of things which can be held in the 
relation of greater or less, or is it nonsense to maintain this of them 
in the way that it is nonsense to maintain that one is more red or 
more liquid than another ? 1 have answered that question. But, 
granted that these things are comparable in principle, it is a quite 
different question whether they can be actually compared. If we 
found that they could not be actually compared, it would not 
follow that they are incomparable in principle. If all thermometers 
and kindred gadgets were destroyed, this would not upset at all the 
comparability in principle of temperatures. Per conira, to find as 
we have done, that utilities, differences among utilities and differ- 
ences among these differences are comparable in principle does not 
imply that all or any of them can be compared m fact. Subject, 
however, to a qualification to be mentioned presently, it is generally 
agreed that, when an individual chooses satisfaction A in preference 
to satisfaction B, this indicutes that satisfaction Aw, or, more stnctly, 
is expected to be, greater than satisfaction B ^ 

an elective test of the comparative magnitudes of different vrtto 
or satisfactions to a given individual. It does the !?!rSnal 

utilities or satisfactions, that is, the utilffies derived “ 

increments of different sorts of goods. But nobody ^ ® 

choose between the eums of marginal utihty A over ^ 

B and the of marginal utility C over 

Hence these second differences, though, as I have mw ’ , 

parable in principle, are not comparable m fac a j 
means of this kind of twt. The point, however, is P 
for our main argument. 



850 


ECONOMICS OF WELFARE 


A», 


V 

INTER-PERSONAL COMPARISONS 

So far we have been considering only the comparability of 
satisfactions as affecting the same person. Once we reje(A solipsism 
and admit the existence of other people, what has already been said 
should suffice to show that the utilities enjoyed by diffeifent people 
are not in their nature incomparable — ^it i« not nonsense to say that 
A is happier than B. But the question whether they are comparable 
in fact is a more difficult one. The test of choice is not \available 
here as it is for intra-personal comparisons. No doubt, W parent 
can choose satisfaction A for one of his sons as against satisfaction H 
for another ; and, if he is impartial between them, this should 
mean that he judges satisfaction A to be the greater. But I do not 
think we can appeal to this, because the parent’s choice is not a 
direct one and, in framing his decision, he is really faced with tin; 
very problem that confronts us here. We cannot, therefore, shift 
our burden upon him. The issue for Welfare Economics is important. 
For, if the satisfactions of different individuals cannot be compared, 
a large part of that subject is undermined. We are not, indeed, 
precluded from saying that, if one person has more of somethiiif; 
and nobody else has less of anything, the welfare of the whoK' 
group, so long as their desires are unchanged, is increased. But 
we are precluded from saying anything about the implication of 
transfers between richer and poorer persons. To ask whether inter- 
personal comparisons of satisfactions or utilities are, in fact, possible 
is thus not an idle question. 

Now, if we take random groups of people of the same race and 
brought up in the same country, we find that in many features that 
are comparable by objective tests they are on the average pretty 
much alike ; and, indeed, for fundamental characters we need not 
limit ourselves to people of the same race and country. On thi.‘« 
basis we are entitled, I submit, to infer by analogy that they are 
probably pretty much alike in otiief" respects also. In all practical 
affairs we act on that supposition. We cannot prove that it is true. 
But we do not need to do so. Nobody can prove that anybody 
besides himself exists, but, nevertheless, everybody is quite sure of 
it. We do not, in short, and there is no reason why we should, 
start ff;om a tabida rasa, binding ourselves to hold every opinion 
which the natural man entertains to be guilty until it is proved 
innocent. The burden is the other way. To deny this is to wreck, 
not merely Welfare Economics, but the whole apparatus of practical 
thought. On the basis of analogy, observation and intercourse, 
inter-personal comparisons can, as 1 think, properly be made ; 



XI 


MEASURABILITY AND COMPARABILITY 861 


moreover, unless we have a special reason to believe the contrary, 
a given amount of stufi may be presumed to yield a similar amount 
of satisfaction, not indeed as between my one man and any other, 
but as between representative members of groups of individuals, 
such as the citizens of Birmingham and the citizens of Leeds. This 
is all that we need to allow this branch of Welfare Economics to 
function. Of course, in working it out, positive conclusions can only 
be reached subject to very important qualifications. 
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mediator, 485, 437, 438 
Bonn, Professor, on Irish rents, 182 
Boot and shoe trade: arbitration of 
disputes in, 424, 426 w*, 432-8 ; 
inventions and unemployment in, 
672 ; short-time methods in, 521 ; 
women's labonr in, 567 n. 

Booth, Charles, 629 

Bosanquet, Mrs*, 689-90, 724 it.*, 758 

Bonntles : 

on industry: economic welfare and, 
224, 225, 226, 227; national 
dividend and, 147, 148 n., 227, 836 ; 
iociid and pHvate net pn>dtict and, 
192-4, 224, 225, 381, 610 
Mr wages secured by control over, 
588 

family wage systmns as, 605 
m bmam^ 492 

lahKWiiid: moUBtypio^ i 


Bounties (contd^y^ 
public authorities and, 892*3 
on railways, 818 

transferences by means ol 147-8 
787-41 • ' * 

Bowley, Dr. ; on distribution of inconio, 
53 ft., 92, 93-5, 649 ; on standard 
of life among poor, 599, 750, 769 
Box-making, wages in, 536, 608 
Boy labour : choice of avocation, 493-4, 
751-8 ; night work, 187n.* 

Boycott ^ 1 , ss an industrial w^pon, 845, 
846-50 ; by consumer, 537 ; legisla- 
tion against, 858-5 

Breutano, Professor, on birth-rate and 
prosperity, 101, 121 
Bricklaying, scientific, 210 
BrUuh Oenms qf Production, 1907, 87 
British Tratle Corporation, 154 n.* 
Broadbead, Mr., on minimum wage, 
mn.* 

Building trades ami employment : dis- 
missal method In, 521, 528 ; in- 
formation agencies in, 513, 515 ; 
nominally high wages tu, 542 ; 
seasonal variability in, 631-2 
Burma, Co-operative todit Societies in, 
156 

Bums's Town-Planning Act, 195 
Business finance : more publicity needed, 
150-51 ; conducted by professionals, 
152*4 ; conducted by l>anks, 154-7 
Business organisations: grading in size 
desirable, 204-5 ; small associations 
of workers, 205-6 ; large industrial 
combinations, 206-8 ; scientific 
management, 210-12; size of units 
oi^ 401-4 ; standardisation, 208-10 
Butter : price control, 236 ; trade in 
TXmmark and France, 319, 320 
Butter worth, Mr., Memorandum to Bail- 
way Conference, 198 

Cadbury, Mr*, on piece-wages, 487 n. 
Cadbury, Messrs., and employees' wel- 
fare, 711 

Canada: agriculture, State-encouraged, 
in. 194, 827; Co-operative 

Creameries in, 827 ; dumping pro- 
hibited in, 850, 851; Industrial 
Combines Inves^tion Act, 862, 
868 *, Industrial Disputes Investiga- 
tion Act, 444-7, 448, 458, 459; 
railways, Steie-operated, in, 890 
Canadian National Railways Company, 
890 

Canoan, Dt.: oneooiiomioii,!! ; on limits 
tiOBsof selMttterest, 128; onsatiom 
ing, 248 ; on term ‘‘law," 216«*** J 
M women’s labour, 508, 569 
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Civil service orgauisation, efficiency 
and, 889 ^ 


Capital : currency changes and value of, 
44, 45 

definition of, 115, 658 
determination of, 367*70 
fixed and working, relation between. 
47 

interest, rate of, and value of, 45 
inventions and, 671, 674, 678*9 
investment abroad of, 502 n., 662-4 ; 
owing to labour legislation, 764-5 ; 
owing to taxation, 714-15 
lal>our supply and, 665-7 
labour value of new, 47 * 

maintenance intact of, 48-9 
mobility of, 502 n. 

money invested does not truly repre- 
sent, 44-5, 869-70 
prices and value of, 44-5 
reduced by opening of communication 
between two markets, 146-7 
replacement of, 48-9 
as social memory, 115 
8{>ocialisation of, 165 
supply of, and income of labour, 658-9, 
661-2 

taxation and, 714-15 
transferences and, 714-15, 743-5, 
746-7 

units of, their size and complexity, 
159-66 

Capital -saving inventions, 674-6 
Carnegie, Mr*, 719 

(’arr- Sunders, Professor, on paradox of 
l>opulation, 116 

Carver, Professor, 39 n. ; on death duties, 
718 on distribution of taxation, 
716 on income from bargaining, 
201 on unit of waiting, 161 n. 
Cassel, Dr. on decreasing stocks, App. 
1. 780 on inventiona, 675 ; on 
unit of waiting, 161 n. 

Casual method of engaging labour, 548- 
544, 645-7, 655-6/687 ; bow to dis- 
courage, 547-8 
Census of Production, 87 
Chain method of price comparison, 70- 
72 

Chapman, Sir Sydney: on aU*d€*sac 
employment, 496 n,* ; on family 
earnings, 87 ii* ; on borne work, 
564 n, ; on short time and dismissal 
methods, 528 ; on specialisation in 
cotton industry, 219; on typical 
firms, App. Ill, 700 w, ; on wages, 
atlvantages of fixed, 621 
C^nld labour, 560 n., 751 -S, 760 
Children ; free miMids and education for, 
724 726, 727, 761. 768 ; training 
and nurture of, 750-53 
Chinese immigreiite In New Zealand, 660 


Olap^m, Dr., 228 n. on weaving 
industry, 682 n.® 

Clark, Professor J. B. : on industrial 
combinations, 843 ; on maintenance 
of competition, 355 ; on marginal 
increment of capital, 133 
Clark, J. M., on economies of combina- 
tion, 268 

Clay, Professor, on distribution of capi- 
tal, 653 ^ 

Clayton Law, 337, 353, 866 
Climate, hours of labour and, 468 
Clubbing methods in business, 346-50 ; 

legislation against, 850-65, 356 
Coal industry : combination in Germany, 
263-4 ; price control in, 233, 234, 
236 ; Sankey Commission on control 
of, 390 ; strikes in, 411, 412, 417, 
485 nn., 639; supply control in, 
248 ; wage agreements in, 448-4, 
641 ; wages on sliding scale in, 635, 
639-40 ; wasteful working and con- 
sumption and, 28 
Cocoa price control, 231 
Coercive intervention in industrial dis- 
putes : adjudication, 439-41 ; arbitra- 
tion, 447-50, 458-9, 460 ; extension 
of agreements, 441-4 ; investigation 
before strike, 444-7 
Cold storage and prices, 629 
Collateral security, increase of, 163-4 
Collective bargaining, 483-4, 486 
Colson, M. ; on concessions, 177 ; on 
railway rates, 280, 803 n.^ 
Combinations, Industrial combina- 
tions 

Commissions system for public operation 
of industries, 334-5, 383 
Commodities of changing character, 74 
Commons, Professor, on municipal 
electric lighting, 400 
Company promotion ; by banks, 154-7 ; 
by professionals, 152-4 ; in Ger 
many, 164, 202 n.® 

Compensation : for land improvements, 
178-81, 188; for unemployment, 
528 n.i 

Compensation funds in family wage 
system, 604 
Competition : 

monopolistic, 266-8 ; advertisement 
and, 196-9 ; anti-trust policy and, 
838-9 

obstacles to, 865-7 

simple. 218, 269, 270 ; = cost of ser- 
vice principle, 290 ; discriminating 
monopoly of third degree and, 286- 
289, 307-8, 309-18 ; marginal social 
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Ck>mpetition {eontd .) — 

and private net product and, 213, 
21415, 221*5, 250, 889 ; national 
dividend and, 223*5, 288, 818; 
output under, 289*70, 288, 287*9, 
809-11, App. Ill, 806 ; price re- 
striotione and, 248; and railway 
ratea, 290*96, 808*18 
unfair methoda of, 268, 844*50 ; 
legislation against, 850*55 
Comte on the intellect, 5 
Concessiona to companies, 176*7 
Conciliation Boards, 421, 422, 444, 460 ; 
constitution of, 421*4 ; governmental 
and non-governmental, 485*8 ; re- 
ferendum ftom, 480-81 ; and wages, 
fair, 595*6 

Conservation of resources, 29*80 
Constant returns, use of term, 215*16 
Constant supply price: discriminating 
monopoly and, 282*3, 287, App. 
IlL 811*12 ; output and conditions 
of, 270, 282*8, 287, 860, App. 111. 
808*9, 811*12; private and social 
net product under, 221*2; simple 
monopoly and, App. 111. 808 ; use 
of term, 215*17 

Oonsutners, interference to raise wage 
rates by, 531, 587 
Consumers* League, 711 
Consumers’ surpluses not practicable 
measure of national dividend, 57 
Consumption : and taste, 82*4, 91*2 ; of 
income, economic w^fare dependent 
on, 89 

Consumption income, 87 
Co-operation : rural, 18 n.^; and welfare, 
15*16 

Co-operative Creameries, 819*20, 826, 
827 

Co-operative Credit Sodeties in India 
and Burma, 156 

Co-operative Stores, 205, 818*21; 

economic advant^es of, 821*6, 678 
Oo-partnmhip, 474 ; in South Metro- 
politan Oas Oo„ 546; workshops, 
205*6 

Com Productkm Act (Repeal), 1921, 
444 

Corporation tax payments, 41 
Cost of living : tn England and Gennany, 
78, 79 ; index figure of, 640 n. ; 
wages and, 549, 558, 596*7, 598* 
600, 608*4, 640 

Cost of production : in Government 
munition factories, 384 ; of parts 
and wholes, 688*4 

Ooel of service i^ndple in railway rates, 
300*96, m, 807*8, 812*18 ; adjust* 
menti rs^ulred, 815*^17 ; bounriea 


and, 818 ; national dividend and, 
807, 811-12 
Costs : 

decreasing, constant and InoreasinR, 
215 

joint, in railway service, 299 #i. 

marginal and average, of many, 
firm industries, App. |1IL 796*9 ; 
of one-firm industriesl App. IIL 

801-2 V 

prime and supplementary^ 878 
Costs of movement : bounti4s and, 147. 
148,* 509-10 ; distributioin of labour 
and, 492, 499-506, 508*10, 527, 
552-4 ; movement of resources 
and, 144-8, 158, 159 ; short time 
and, 527*9 ; unfair wages and, 
558*4 

Cotton Control Board, 247, 528 
Cotton industry ; growth of, 755 ; price 
control in, 238 ; “ professional ex- 
perts** in, 420 ; short time in, 522 » 
523; specialisation in, 219, 221; 
supply control in, 247 ; unemploy- 
ment fund in, 528 

wages in : ** margins ” and, 687 • 8 ; 
profits and, 638*9 ; sliding scale « 
fsUiire, 442 

Coundllort and municipal undertakings, 
888 

Coomot and effect of eliminating obstacles 
to movement of resources, 147 ; and 
resources under duopoly, 266 
Cradley Heath nailmakers, 498 
Crompton, Mr., on oonciliation agree- 
ments, 424 

Currency, changes in, and capital values, 
44, 45, 869*70 

Customs and exoise paymeuts, 41 
Cut-throat competition, 268, 340, 845, 
350*58 ; legialati<m against, 337, 
350*58, 355 

Dale, 8ir David, 488 
Dilt^ Dr.: on ‘‘arc” and “point” 
elMtioltyof demand, 258 n.^ 665 
on elasrioity of demand and real 
income of labour, 665 n.' ; formula 
for elasticity of demand, 783 n,*; 
on inequality of incomes and satis* 
faction, 97 n* 

Darwin, Mi^r, 885 
Davies, Miss, on village poverty, 750 
Dawson, Mr. ; on Germany, old aim 
modifm, 18; on overcrowding m 

Geitnanyt 194 n.^ 

Dwrle, Mr., on London building tradw, 
618, M2 ^ 

D«th datkM. 2», 41, 718, 718-18, 7« * 
DeeopOon m to thtop «» 



INDEX 


Decreasing supply price, conditlone of, 
189*228 ; bounty advantageoue in, 
225 ; equality of marginal net pro- 
ducts and, 139, 221-2, 222-3; simple 
mobdpoly and, 270, App, IIL 808 ; 
discriminating monopoly and, 283, 
284, 286-7, App, IIL 810, 812; 
rationing and, 696-7 ; use of term, 
21547 

output under, 189, 216-20, 270, 288, 
286, 287, 360 ; diagrammatic 

analysis of, App* III. 808-9. 810, 
812-18 • 
railway investmeuta and, 810-11 
from standpoints of industry and of 
community, 217, 219-20 
Deferred rebates, 348, 358 
Demand : 

elasticity of: *‘ar^’* 256 con- 
ditions determining, 259-62 ; and 
elasticity of desire, 262 ; measure- 
ment of, 258, App. IL 782-8 ; 
monopolisation and, 259-62, 283, 
310; “point,*’ 665ft.*; railways 
and, 810 

employers’, 626-81, 635-6, 687 ; dia- 
gram of, App. IIL 813-H 
fluctuations of: causes of, 626-30, 
631-2, 635-7'; prices and, 378; 
seasonal, 504-5, 520 
new, in monopoly, 271 
slackness of, metb<^sof meeting, 519-29 
transferablUty of units of, 277-8 
variations of, relative, in different 
occupations and places, 167-71 ; 
industrial oombinatlons and, 168-9 

Demand for labouf : 
elasticity of : factors determining, 682- 
687 ; and aggregate income, 665-9 ; 
and low-grade lal>oar, 615-16 ; and 
movement of labour, 554-6; and 
wage fluctuationa, 452, 615-16, 620- 
622, 628-5, 625-83, 688-5, 682-7, 
688 

fluctuations in, 620-22, 628-5, 625-85 
inventions and, 671-4 

Demand price and marginal demand 
price, App, IIL 808 

Demand schedule, deffnltion of, 279 n. 

I demarcation of function, Industrial dis- 
putes over, 415 

Denniark : co-o|)eratlon In, 819, 328 ft., 
826 ; old-age penalotis in, 721-2 

Depreciation, meaning of, 46-8 ; replace- 
nient and, 43-9 

Desire, elasticity of, and eUsUeity of 

^ demand, 262 

Deslredness 28 

and satisfacHoiiA 28-80, 62 n., 
5*. 62-#, 64.7, 6«, #2*4 


867 

Dertrncti?« dumping, 845; legisUtioB 
against, 350-58 

Dewing, study of losses due to combina- 
tion. 258 n.^ 

Dickinson, G. Lowes, on European civil- 
isation, 13-14 

Diminishing returns, 216-16 ; to in- 
dividual factors of production, law 
of, 659 

Diminishing utility, law of, 89-90 

Discriminating monopoly, 276 ; con- 
ditions favouriug, 275-9; degrees 
of, 275-82. 282-9; diagrammatic 
analysis of, App. IIL 810-12; 
marginal social net products under, 
284-5, 288-9 ; national dividend 
and, 283, 289, 807-8, 311 
of first degree, 279, 280, 309, App. Ill, 
810 ; national dividend and, 282-4 
of second degree, 279, 281, 284; 
App. IIL 810-11 

of third degree, 281, 282, 284-9, App. 
IIL 811-12 ; output and marginal 
social net products under, 284-9, 
809-10, App. III. 806 ; and railway 
rates, 307, 310-15 ; simple competi- 
tion and, 287-8, 288-9, 307-8, 309- 
812 ; value of service principle =s, 
290, 814 

Disharmony between national dividend 
and earnings of labour, 646-6, 648 ; 
inventions and, 676, 679-80 ; ration- 
ing and, 694, 697 ; supply of capital 
and labour and, 656, 662, 664 ; 
transferences of resources and, 705- 
709 ; uueconomically high wages 
and, 690-92, 693 

Dismissal during industrial depression, 
519-22, 523 ; disadvantages of 
methmi, 520-21, 624-7 ; trades sub- 
ject to, 521, 522, 528 

Distribution of labour, 488-511 
artificial restrictions on, 506-8 
bounties and, 510 

costs of movement and, 492, 499-506, 
508-10, 527, 552-4 
Initial and aggregate, ignorance and, 
492-9 

interference with wages and, 561-8, 
554-5, 556, 561, 601-8 
obstacles to i ignorance of prospects, 
492-4 ; of aptitudes, 494-6 ; of real 
advantages, 490-93 ; of fluctuations, 
490*91 ; of comparative (lemand 
prices, 497*9 ; of employment 
opportunities, 512-18 ; methods of 
overcoming, 509-11 

DIstributton of national dividend, 87-97, 
645-767; economic welfare and 
changes In, 87-97, 123, 124 ; among 
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Distribution of national dividend {contd^) 
factors of productiony 656*70 ; 
quality of population and, 106-22 ; 
among rich and poor, 87-97, 117, 
645-6, 647, 648, 655, 656; its 
reactions on numbers of population, 
98-105 

measurement of inequality, 96*7 
Dividend, fixed maximum, 375 
Dockers* romance,** 547 
Docks, system of employment at, 515 
544 

Domestic servants, infertility of, 108 
Domestic workshope, 588, 534 
Doncaster. Dr., on heredity, 108, 111 
Dumping, destructive, 845 ; legislation 
against, 850-58 

Dnnraven, Ijord, on Irish age distribu- 
tion, 501 n. 

Duopoly, resources devoted to production 
under, 266 

Durand, Professor ; on anti-trust legisla- 
tion, 839, 843 n.*, 879 ; on concilia- 
tion arrangements, 428 
Durham Wages Board, 480 

Economic welfare defined, 11, 81, 84 
aggregate welfare and, 11, 18-14, 18, 
21-2, 117-19; defence and, 19*20; 
desires and flatisfactiotl^ discrepant, 
and, 27*80, 88; di»«harinony and, 
645-6 ; increased by investment, 30 
labour and : hours of, 467 ; increased 
supply of, 667-8 

national dividend and ; distribution of, 
87-97. 128-4 ; site of. 50, 58, 82-6, 
128-4, 473, 474 ; variability of, 
117, 123 

poor’s share in national dividend and, 
87-97, 9S-105, 117, 123 ; State aid 
and, 669-70, 692*8; transferences to 
Increase, 758-9, 760-61 
taxation and bounties and, 224-5, 226- 
227 ; differentiation a|^nst savingii 
harmful to, 28-9 

Economics, 4-10, II, 20-21 ; biology and, 

106, no, 112-18, 117-22 

Edgeworth, ^feasor, 20 ; on duopoly, 
266 ; on railway rates, 81 1 
EtTertz quoted, 18 n** 

Efficiency : civil service organisation 
and, 889 ; dismissal method and, 
521 ; fatigue and, 462-7, 470 ; houia 
of labour and, 462-7, 470; pro- 
mciion for, 676-7 ; public ofieration 
of industry and, 888-4, 886-91 ; 
relative to etroumstancea, 589*90 ; 
transferences fhmk rich to pocfir and, 
744-6, 747-68, 756-7 
aragsisad, 477, 572-9, 679-85, 686-90, 


Efficiency (cotUd *) — 

607-12, 615, 628-4, 632».*, 760n.\ 
interference to raise wages and, 
607-12, 682 ; piece-wages and, 478- 
484, 487, 679-85, 611-12, *620 w.; 
premium plans and, 480*82 ; (ask* 
wages and, 485-7 ; time wages, and 
477-8, 672-9, 612 
Eichbolz, Dr., on heredity, 112n.* 
Elasticity of demand. «8ite Demand 
Elasticity of desire, 262 ^ 

Elberfeld welfare plana, 7)^7 
Elective aupply : 

municipal : difficulties in organising, 
833-4 ; gas company opposition ami, 
188, 190, 191-2, 394 ; large-smle 
distribution schemes and, 334, 3m, 
401, 402 

rates for, 294*5; peak -load charges, 
294, 295, 315 ; sliding scales, 376 
Elementary rate-fixing, 681-8 
Emergency TariflT Act, U.8.A., 852 
Eminent domain and State intervention, 
331 


Employers : 

associations oC 199, 263*5, 469, 558 
Employment Exchanges and, 516-18 
and engagement of laltoiir, 545, 546 
exploitation by, 85, 556-71, 593, 594 ; 

meaning of, App. IIL 813-14 
and female labour, 507*8, 563*71 
fluctuations of demand and, 626-31. 

635-6, 637 ; seasonal, 504*5, 520 
hours of labour and, 464, 465, 466 7, 
472 


improvements in methods and, 593 
|>eHods of depression and retrench 
menl by, 519*21, 528, 545 
regulations evaded by, 533-5 
seasonal fiuotuations and, 504 -5, 520 
wage disputes and, 461-8, 454, 457, 
459-60 


wage systems and : fixed wage, 621 ; 
piece- wages and cutting, 479*84, 
536 ; slkling-soale. 635-41 
welfare work by, 476fi.*, 710-11 
Employment Exchanges, See Labour 
Exchanges 

Employment termination due, 547-8 
Enilowment of motherhood, 722, 729, 730 
Engagement of labour, metbodH of, 541* 
548, 554-6,687 . ^ 

Bngiiieeiltig : dismissai methods ub 
622, 528; fiuctuations i», 
oveierowding of, 529 ; un«mph>y 


me»ttn,6B2 . 

Snglish Imid system, 178-80, 181» 
Savlronmeiit : and economic 

1148; and heredity^ 110-16, D 
122; and inventlimsi 114 
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Equality of retttTBfl, li2*S« 144-8 
obitructions to : imperfect knowledge, 
149-57 ; imperfect divisibility of 
units of transaotions, 158-66 ; ob- 
ittifiles to movement and, 144-8 ; 
relative variations of demand in 


Fluctuations, industrial, 169 
Food prices, control of, 231, 288, 286-7, 
238 

Pood supply; control of, 246, 248; 
national security and imports of, 
19-20 


different ooonpations and places, 
167-71 ; size and complexity of 
units, 169-66 

Equality of sacrifice : graduated taxation 
and, 716-17 

Equilibrium, stable, neutral and unstable, 
App. III. 794-6 • 

Equilibrium firm, conception of, 216, 
App. III. 790 ; cost of production 
and, 220, App. III. 792-4. 799-801 

Excess Profits Duty, 41, 230, 231. 240 n. 

Exploitation of labour, 85, 467, 556-71, 
594 ; of female labour, 467, 563-71 
increased wages and, 609, 610 
meaning of, App. III. 813-14 
national dividend and, 661 ; use of 
machinery and, 562-8 

Factors of production: distribution of 
income among, 656-8 ; law of 


Ford, Henry, on subdivision of industry, 
568 n. 

Foreign competition : elasticity of de- 
mand and, 685-6 ; industrial legisla- 
tion and, 764-6 

Foreign investment, 662-4, 666 ; income 
tax and, 714-15 
Foville, M. de, 502 

Pox well, Professor, and personal relations 
in industry, 421 
Fraction of wages, 415, 417 
France : Employment Bureaus in, 643 ; 
family wage system in, 604, 605 n.* ; 
inheritance laws in, 652 n } ; move- 
ment of labour in, 502 ; public 
ownership of telegraphs forced on, 
389 ; sick relief law in, 724 
Franchises for public utility services, 
373-5, 408 539 

Free meals for school children, 724, 


diminishing returns to individual, 
659 ; marginal net product of, 
defined, 183; marginal units of, 
defined, 183-4 ; relation of quantity 
to rewi^ of, 659-61, 661-2, 664-8 
Factory and Workshops Act, 1901, 498 
Factory work by women, 187 
Fair Wages Resolution, 532 
Families, size of post-war, 95 
Family as the unit of migration, 166, 505- 
506 

Family budget, App. 11. 784 
Family wages system, 604 «6 
Farm colonies, 748 «*, 749 
Farm family Wl town family, 15 
Farmers : oo • opermtiern and, 824 ; 

solidarity of, 558, 561 
Fashion : motives of followers of, 226 n. 
Fatigue and efficiency, 462-7, 469-72 
Fay, Mr., on co-operation and farming, 324 
Federale»l Districts agreement, 641 
Pceble-mlndeiltteas : high repiwUiction 
rate and, 108*9; a recessive quality, 

Fees and business expenses, money 
income and, 42 w. 

Financing of industry: by banks, 154-7 ; 

by public, 151*2, 164-5 
Fillips on w<Mrkere, 498, 499 
Fisher, Professor: on chain method of 
price comparison, 71 n. ; on i^dex 
numbera. 59 n.^ 68, 69, 71 n., 77, 
79 ; on millionaire and his heirs, 
7l9fat j ^ ditMend, 85-7 


726, 727, 751, 753 

Free play of self-interest : economic 
welfare and, 127-30; equality of 
returns and, 142-3 
Fry, Sir Edward, 428 
Full data measure of national dividend, 
64-9, 72, 76-7, 80-81 
Future, the, irrational discounting of, 
28, 29 


Gal ton, Sir Francis, on heredity, 108 
Gaunt wage system, 485-6 
Gas companies, municipal : area of supply, 
402 ; and electric supply, 188, 190, 
191-2, 394 ; maximum dividend 
fixed for, 375 ; sliding scale of rates 
of, 875, 376, 891 ; sUndard earnings 


for, 376 

rm cells and heredity, 111-12 

rmany: agricultural policy against 
British blockade in, 19 ; banks and 
company promotion in, 154 ; coal 
industry combine in, 263 ; company 
dotation In, 164, 202 n.»; com- 
pulsory arbitration in, 448-9 ; con- 
cessions to companies in, 176; 
consumption of, compared with 
English, 63*4 ; cost of living in, 
63-4, 78 ; currency instability m, 
369 • Employment Exchanges in, 
510, 514, 517, 518 ; family wsge syji- 
tern in, 604 ; Ubour Bureau, 548-4 j 
labour colonies in, 
govemment tef 888, 884 ; old and 
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modem, IS ; paper mimnoy hi, 164; 
piece- work system in, 464 is.* ; rail- 
way rates in, 306-7 ; short-time 
methods in, 522 ; town-planning in, 
166 fs.\ 194 IS.*, 195; unemployment 
legislation in, 526 ; wages in, 

604, 622 

Gibb, Sir George : on private and public 
ownership, 396 ; on railway system, 
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695 

Money, Sir Deo (%><«», quoted, 888-4 
MoiiopolisaUon, oonditioat of s oomblua- 
tion among prodnawnb *62-6 ; l»- 
eisstio demand, 268-62; Uige in- 
dividual supply, 261-2 ; large-scale 
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public control of ; destruction or pre- 
vention of combinations, 837-44 ; 
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869, 368, 379-80 ; price regulation, 
360-63, 865-80 ; publicity and, 359 ; 
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liability of. 80-81 ; 
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price regulation and, 229, 289-40. 248- 
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relative variations of demand and, 170 
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products and, 186-41 
ohaogea in, definition (criterion) of, 
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and, 44, 58, 82-6, 128, 124, 473, 
474 : measurement of, by money 
demand, 66-7, 69 ; by quantities, 
and prices (full daU measure), 
68-9, 60-69, 72-81 
maximum, 136, 140, 141 
taste, changes in, and, 60, 51, 62, 54, 
68, 82-8, 184, 140 n. 

Uxatlon and, 718-19, 729, 743, 744 
death dutiea, 718 ; income-tax, 713, 
714, 716,717. 718,719 
transferaucea of wealth and, 706, 709, 
713, 719; expectation of, 710-19, 
720-86, 789 ; ractof,88-9, 90-91, 
742-57 


unemployment and short time snd, 
619, 624, 627-8 

value of service principle and, 307, 
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wages and, 474, 487, 508 ; fixed and 
flaotnating, 620, 621, 622-6; i»- 
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596, 601-8, 610, 681, 692-3; 
Interfiuranoe to raise nnfsir, 551-3, 
668-7, 667-61, 661-4, 699-71, 
609-10, 616 ; nationsl mluimuiu, 

616-18; motionsotonefficieuey, 

609-12 ; snbsidias to, 699 
National inooma: aggregate, 768-4; 
birth-rate and, 99-108 ; distributins 
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National minimum toe-wage, 613-18 
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Office, 176 S6S, 895, 898 

Net output, 87 

New South Wales: arbitration, industrial, 
in, 489, 448 ; cost of living figures 
for, 598 ; funily wage in, 605-6 ; 
hours of labour in, 584 n,^; minimum 
wage in, 614 

New Ze^nd : adjudication and Irbitra- 
tion, industrial, compulBory, 439, 
448, 449, 574 ; boycotts ille^ in, 
353 ; combines controlled in, 362 ; 
hours of labour in, 634 n.^ ; immigra- 
tion and, 660 ; minimum wage in, 
574. 575, 576, 614, 685-6 ; price 
regulation in, 862 

Newsholme, Dr., on correlation of birth 
and death rates, 102 ; on infant 

mortality, 118-19 

Nibbling ” of piece-rates, 479-80, 483 

Nicefero, M.,on environment, 120 n. 

Nicholson, Professor, on improvement 
compensation, 181 

Normal supply price, definition of, App. 
m. 789 

Norway, Government protection of tele- 
graphs in, 895 


Old-age pensions: In Denmark, 721-2; 
immigration and, 104 w, ; universal, 
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801-2; ideal output of, analytic- 
ally expresaed, App. IIL 807-8 ; 
supply prUst and output of, App. III. 
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583-5 ; labour unrest and, 16-17 ; 
scientific management, 210 - 12 ; 
standardisation, 208-10, 219*20 
Output ; ascertainment of, 476*8 
combination, monopolistic, and, 343- 
344 


competition, simple, and, 270, 283, 
287, 309, 810, App. HL 806 
consUnt supply ptoand, 270, 282*8, 
287, 860 

decreasing supply price and, 270, 287, 
^60; diigmmatlc analysis, App. 
ni. 810, 811, 812 

fiours of labour and, 462. 468, 465, 
466 ; overtime and, 472 
WmI. 224, 270. 282, 288, 286, 287, 

, App. 10. «)2*7, 8074 
loMwring mpj^, jBio, lad, 220. 

270, 288, 287, SeoTApp. lit 808-0 


Output {eontd .) — 

discriminating, 284-8, 

o^A oimpla, 

270, 807, App. III. 808-9 
price regulation and, 860 
quality of; measured, 476-7 
scale of, changes in, 217-18 
wages and, 478-8 ; piece-wages, 478- 
487, 679-86, 620 ti, j premium 
plans, 480-82 ; task-wages, 486-7 ; 
time-wages, 478, 672-9 
Out-relief, 756 
Overtime, 469-72 


Paish, Sir George, on foreign investments, 
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Paper-box making, minimum wage in, 
536, 608 

Pareto, Professor ; on activities of mau, 
128 ; on birth - rate among rich, 
121 71. ; on distribution of national 
dividend, 96, 647-55 ; on doctors* 
services, 74 ; on retail shops and 
stores, 321 
Pareto*s Law, 647-55 
Particulars Clause of Factory Act, 498 
Patent laws, 185 

Paterson, Mr., on parents and children’s 
education, 727 

Pauperism ; deterrents from, 782-6 ; 
poverty and, 524-7 

Peak-load service charges, 294, 295, 815 
Pearson, Professor Elarl, on heredity, 109, 
110, 119 n.* 

Peu.sioners and abstention firom work, 
669-70 

Pensions and national money income, 40 
People’s Panics, 156-7, 163 
Physical net product, 133-5 
Piece-wages, 478-80, 484 n.*, 579-85; 
allowances necessary under, 679-85 ; 
collective bargaining and, 483-4; 
difficulty of imposing scale ot 535-7 ; 
efficiency and, 478-84, 487, 611-12, 
620 fair wages and, 679, 611-12; 
in Germany, 484 n.* ; output and, 
478-84, 487, 579-85, 620 n. ; rate- 
cutting by employers under, 480-84, 
536 ; short-time methods under, 
521, 522, 623 

Piece-work, minimum wage higher in, 536 
Plunkett, Sir Horace: on Agricultural 
Organisation Societies, 194, 324 ; on 
English administration of Ireland, 10 
Poincar4, IL, on science, 7 
Poor; 

birth-rate among, 83, 93 n. , 101-2, 
121, 767 ^ 

consumption by, 676-8, 688-9; bountittf 

ott, 737-41 
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improToment in condition of, 95 
inborn quality and status of, 120-22 
inventions and consumption by, 678, 
676*8 

Investment in, 744-5, 746-7, 762-3, 
768-7 

national dividend, share accruing to, 
87-97, 117, 646-6, 647, 648. 655, 
666 

prices, falling, and, 677 
rationing and, 694, 696-8 
State aid to, 616, 617, 692-8, 705, 
720 

transferences of wealth from rich to ; 
bounties on consumption as, 787-41 
coercive, 710, 718, 719 
conditional, 720-22 
differential, 720, 728-88, 786 
excess income available for, 96 
expectation of, national dividend 
and, 710- 19, 720-36,789 ; different 
types of, 720-86 

fact of i national dividend and, 88-9, 
90-91,742-67; -‘incurables’* and, 
746-6 ; investment in training, 
health, and welfare and, 744-5, 
746-9, 762-8, 768-7; purchasing 
power and, 763-7 
neutral, 720, 722-8 
poasibility ot 705-9 
as purchasing power, 768-7 
trawer of demand and, 169 
voluntary, 710-18, 767 
wage-earners snd, 667 
Poor Law : child training under, 760-51 ; 
deterrents under, 788-6 ; medical 
treatment under, 749 ; relief, use 
maile of, 766 ; aubeidy, effect of, 
98, 707-9, 720 

Population ; and distribution of nat[<mal 
Income, 98-106 ; law of increasing 
supply price and growth of, 668 ; 
ps^ox of problem of, 116; progress 
and change in quantity 116 
Port of London Authority, 887, 890, 401 
Post Office, National Telephone Company 
and, I76i».* 868, 896, 898 
Potato f^oe control, 286, 287 
Pottery industry, women in, 669 
Poultry trade, HeathfieM, 820 
Poverty : ineffideney and, 120-21 ; pau- 
pe^m and, 624-7 ; war decrease 

in, 96 

Poverty line and dhild welfare, 760, 768 
Prato, Professor, on immlgmilon, 660 
Preecie, Sir W., on eleotric lighting com- 
mlttees, 888 

PrefsErmiee tnelbod of engaging labour, 
648, 641, 646, 646, 564*6, 687, 692 


Premium plans, 480-82 
Price, Mr. L. L., and Industrial negotia- 
tions, 417, 688 n.* 

Price regulation by State, 241-2, 876-7, 
879, App. III. 809 
anti-monopolistic, 860, 361-8 ; diifi. 
oulties of fixing, 281-8, 366-72, 
876-7 ; franchise sydem, 873-6 ; 
sanction for, 868-4 ; diding scales, 
875-7 ; vested interests and, 878-9 ; 
involves expense, 879-|0 
war-time, 229-41, 860-5^, 694, 787 ; 
dillloulties and expedients of, 281 -9 ; 
national dividend and, 229, 289-42, 
249, 694 ; rationing and, 694-8 
Prices: comparison of; chain method 
of, 70-72 ; difficulties, 72-5 ; index 
numbers and, 69 ik*, 67-71, 78-81. 
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elasticity of demand and, App. 11. 782 
falling, and poor, 677 
quantities and, measurement of changes 
in size of national dividend by, 58 iK 
60-69, 78-81 

variations of, compared, 59 n.*, 67-71, 
78-81, 869 

volume of service and, sliding scale 
based on, 878 

wage rates and, 417, 442, 635-6, 687, 
689, 641 

Prime costs and supplementary, 378 
Pringle and Jackson Report, 91 
Printing trade : inventions cause increase 
of employment in, 672 ; piece-rates 
in, 681 

Priority certificates, 246-6 
Private net product, 181, Marginal 
private net product 

Privileged cJasa method of engaging 
labour, 613, 644* 645, 556, 687 


Production : 

enlargement of scale of, effects of, 
217-18, 219-20 

factors of, 658-9 ; diminishing retarus 
to, 669; distribution of nati»m«l 
dividend among, 656-70 ; quantity 
and reward of, 669, 665 
oertainty-bearixig, App* L 771-81 
standardii^, 208-10 
Profiteering, 280, 284, 288* 241-2 
Proftts, sliding scale based on, 688-9 
Ib^omotioii awl flnanring of Industry, 
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392*6 ; of national undertakings, 
8$8*4, 888-80 ; objections to, 332-6, 
8^2-8, 888-80 ; statistics of, 886-6 ; 
suitable openings for, 405-6 ; terms 
of purcbase of, 406-8 ; uncertainty, 
factor of, and, 396-401 ; unenter- 
prising, 896-401 

Public ownership of industries, 881-2 
Public utility services, fSranchises for, 
878-5, 403 n., 539 

Punnett, Professor, on biology and en- 
vironment, 110. 112, 113, 1x6 
Purchasers' Associations : economy in, 
321-6 ; education by, 324 ; efficiency 
otf 819-21 ; equalising tendency of, 
318-19 ; fraud unlikely in, 325 ; 
limitations of field of, 826-8 ; loyalty 
an asset of, 328 

Purchasing power : national dividend 
and distribution of, 62-3, 64, 58 ; 
poor and transference of, 753-7 

Quality of output, measurement of, 476-7 
Quantities and prices, measurement of 
changes in sise of national dividend 
by, 58-9, 60-69, 72-81 

Bae on conditions favourable to inven- 
tions, llBn.* 

Baiffeisen Banka. 16 156. 167, 163 

Railway companies : agreements and 
amalgasnatious by, 271, 338. 339, 
867, 864 ; boycott by, 849. 363-4 ; 
competition wasteful among, 198, 
251, 267, 404 ; elasticity of demand 
for services of, 269 ; private and 
public operation of, 382-8, 383-4, 
390, 400 

Railway Conciliation Board, 422 
Railway rates : bounties and, 818, 814, 
315 ; dasaifieatlon of passengers 
and goods and, 802-7 ; cost of 
service prineiple(almplecompetitloii} 
and, 290, 2M-801, 807-16 ; dis- 
eriminatinf mouoply and, 276, 
278, 280 ; joint costs and joint 

supply and, 299 n., 800-801 ; incom- 
petent manageiuent penalised, 377 ; 
standard income and, 876 ; Tribunal 
for, 376 ; value of aervioe principle 
{dlscrlminattiig monopoly of third 
degree) and, 290, 801-7, 807-12 ; 
soae tariffs and, 816 
^nw»y Aet mi, 876 
liange of indeterminateneas : of invest- 
ment, 267 ; in wages, 462, 464-6, 
457, 467, 667-8, App* 111. 813 
of practicable hmtim, 468, 466, 
m, 467, 489, 460 
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Rathbone. Miss, on family endowments, 
605 n.2 
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Rationing system, 248, 361, 694-8 ; under 
conditions of decreasing supply 
price, 696-7 ; increasing supply 
price, 697-8 

Real wages and money wages, 649-60. 

552, 596-7. 688-90, 695 
Rebates, deferred, 348, 358 
Reeves, Mr. Pember, on compulsory 
arbitration, 449 

Referendum in industrial disputes, 430- 
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Rents, fair, 182 

Representative firm, conception of, App, 
IIL 790n. ^ 

Rew, Sir R. H., on agrionltural organisa- 
tion, 320 

Rich ; birth-rate among, 101-3, 121 ; 
discrimination against, 94, 302-3 ; 
rationing and, 694-701 ; taxation 
and, 713, 714, 716, 718, 719 
Rich and poor ; distribution of national 
dividend between, 94, 96, 647-50, 
653-5 ; relative satisfactions of, 
90-92 

transferences of wealth between : 
bounties on consumption as, 737- 
741 

coercive, 710, 718, 719 
conditional, 720-22 
differential, 720, 728-88, 736 
excess income available for, 94 
expectation of: national dividend 
and. 710-19, 720-86, 739 ; differ- 
ent types of, 720-86 
fact of: national dividend and, 88- 
89, 90-91, 742-57 ; ** incurables ** 
and, 745-6 ; investment in train- 
ing, health, and welfare and, 
744-5, 746-9, 752-3, 763-7 ; pur- 
chasing power and, 753-7 
neutral, 720, 722-8 
possibility of, 705-9 
as purchasing power, 758-7 
transfer of demand and, 1 69 
voluntary, 710-13, 767 
Riesser on volume of German securities, 

Rignauo, Signor, on satisfactions, 90 
Road maintenance charges, 193 
Rosebery, Lord, as mediator, 486 
RoUtion method of meeting depression, 
519, 522-3 

Rothschild fortunes, foundation .of, 202 n, 
Kousiers, M. de, on range of workmen s 
movements, 508 
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bidden in, 862 

Safeguarding of Industries Act 1921, 852 
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Sankey, Justice, on Civil Service System, 
388-9 

Sankey Commission on control of coal- 
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output, 476 

Satisfactions: desires and, 23-80, 52 n., 
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and, 715-16 ; national dividend and, 
56-81 

dissatisfactions and : environment and, 
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determinants of, 89-90, 191, 225-6 ; 
security and, 19-20 
Sauerbeck index numbers, 77, 78, 79 
Savings: death duties and, 718-19; 
income tax and, 717-18 ; insurance 
and, 624 

taxation and : differentiating against, 
28-9, 71M9 ; in favour of, 29-30 
wage rates, manipulation of, and, 
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Schmoller on volume of securities, 164 
Bcbultse-Delitsch Peopk’s Banks, 168 it.* 
Bchultxe-Qaevemitz, Dr., on industrial 
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Scienees ; ligbt-bearing and thiit-beariog, 
8-4 ; pure and realistic, 5-8 
Sekntific management, 210-12 ; psycho- 
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and, 485 

Scotland, land tenure in, 178 
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504-5, 688; short-time method 
and, 520-21 ; various trades and, 
681*2 

Securities ; forms of, 168-4, 165 
Security of tenure, 181*8 
Self-Intemt : relation between values of 
maiginal net products and, 142-8, 
172, 218, 250 ; State interference 
and, 127*80, 882-8, 886 
Setdemeni, law of, 606*7 
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Sherman Act, 887, 889, 864 
Shipbuilding: dismissia method in, 521, 
528; overcrowded, 529; unem- 
ployment in, 682 

Shipping rings: boycotts by, 847-8; 
direct methods against, 358-9, 861 
legislation on charges made by, 858 
Short-time labour duiring depression, 
519-24, 627-9 ; objections to, 527- 
529 ; salary system proposed, 529- 
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Sick clubs, 740 
Sick insurance, 491-2 
Sick relief, 724, 749 
Sidgwick quot^: on population and 
welfare, 99 n. ; on satisfactions, 18, 
24; on services uncompensated, 
184 ; on social net product of new 
machiner}', 188 n,* ; on wealth and 
culture, 18 n.^ 

Silk industry, dismissal method in, 523 
Simple competition. See Competition 
Simple monopoly. See Monopoly 
Sinking funds, public authorities and, 
894 

Sliding scales : of charges, 875-7, 891 
of wages ; adjusted to cost of living, 
596-7, 698, 640; to “margins,” 
687-8 ; to output or profit, 478-8, 
638-9; to prices, 417, 442, 636-7, 
639, 641 ; to size of family, 604-5 ; 
objections to, 639-41 
“Slow workers” and time-wages, 574-5 
Small-scale industries, specialiMtion and, 
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Smart, Professor ; on monotony, 15 ; 

on saving, 624 

Smith, Adam: on Government inter- 
ference, 128 ; on law of settlement, 
507 ; on natural confidence in 
fortune, 491 ; on opulence and 
defence, 19 

Smith, Sir H. Llewellyn : on choice of 
occupation, 493 ; on short-time 
and dismissal methods, 521, 522, 
525 ; on seasonality In different 
trades, 632 

Smoke prevention, 184 
Social net product, 181. See Marginal 
social net product 
Socialism and export of capital, 716 
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Specialisation, industrial, 251, 253; 

scale of industry and, 219-20 
Speculation ; grades of, 1 64*6 ; safeguards 
in, 161*4 ; uncertainty • bearing 
sllifted from producers through, 

779 

Stamp, Sir Josiah, on Ci?ll Service 
pension system, 40 , on post-war 
distribution of incomes, 94-5 
Standard earnings and income, gas and 
railway rates governed by, 375, 377 
Standard of comfort, increased income 
tnd, 100, 101 • 

Standard of living : birth-rate and, 101, 
766-7 ; stability of earnings and, 

623 

Standard Oil Trust methods, 345, 349, 

354 

Standard wages, 672-7; evasion of, 

582 ; minimum wage and, 574-7 ; 

piece-rates, 580-81 

Standardisation in production, 208*10, 
287-8, 630 
State : 

aid to poor from, 616, 617, 692-3, 
706, 720 ; BlTect of, on wages, 707-9 ; 
traeconomicaUy Mgli wages ami, 
692-8 ; transferences of wealth as. 
720-86 

bonntiei from, 147, 192-4, 224, 228, 
836 I on mobility of labour, 510 ; 
on railwaya, 818 

conaerration of resourcea the duty of, 
29-80 

control of industry by, 240-41, 829-35, 
886, 890-91 

controlofmonopolyby: compa^witb 

Tmit-breaking, 837-44; olubbing 
devioea prerented under, 344-o, 
860-85 J interference with tcrma of 
lale and, 869-80; aanctiona and 
penalties under, 888-6 
coitol of prices 
694*6; anti-monopolist, 860-80, 
diagrammatic analysis of, App. lU, 
809 ; difficulties and expedients of, 
281-8.364-72,876-7, 878-9;national 

dividend and, 229, 289-40, 249, 

694 

eoBtrd of wpply by, 248-9, 694 
encouragement of agncultuw by, 198, 
206,829 

boon of labour end, *68 
inductrial comblnaaoiia lad, 207-8, 
887-46, 860-56 

tadnatriil dtaputea g 

letiou, 489-60; mediation, 484-8, 

atMidardiaation and, 208, 

209, 287-8 


State (con^.)— 

insurance and: bonnties on, 491-2; 
compulsory, 492 

investment to be encouraged by, 30 
minimum standard of real income and, 
759-60; immigration and, 767; 
international policy and, 764-6 ; level 
of, 762-4 

operation of industries by, 381-4, 388- 
391 

self-interest and Intervention by, 127- 
180 

unemployment and : benefits paid by, 
516-17, 611, 616, 692-8, 733 
wages and interference by, 535-40, 619 ; 
minimum wage, 613-18 ; raising of 
fair wages and national dividend, 

551, 552, 594-6, 696, 600-603, 610, 

681, 690-91, 692-8 ; raising of unfair 
wages and national dividend, 551 
552, 553-6, 661-3, 669, 609-10, 

615 

Sterilisation of insane and criminal, 110 
Stevenson, Dr., on birth-rate and social 
status, 102 

Sticking point in wJige disputes, 452-3, 
454-6, 469 

Stock Exchange, 160, 161, 164, 199 
Stocks, general decrease in, App. I. 
780 

Stoppages of work, 411-14. See In- 
dustrial disputes 

Storage and making for stock, 628-31 
Strasburg Labour Exchange, 494 
Strikes and lock-outs, 

pulsory investigation before, 444-7 ; 
long engagements and, 646 ; settle- 
ment of, see Industrial disputes 
Strobel, on speculative and non-specula- 
tive industries, 400 ^ 

Sub-contract and sweating 660 n. 
Subdivision of industry, Henry Ford on, 

Subeftotow^es. 699-704 jsnJyticd 
trefttment of, 700-701, 702 
Substitution, Uw of, 204, 269-61 
Supplementary costs, 378 
Supply : auotuatione m. and ^ «JJ 
682, 637 ; State regulation of, 243- 

*^Send and, 666-8, 664-8 ;e«.no- 

s.ri.’SSfiS'Vin. 

Constant, Decreasing, and 
iBoieasingsnpidypnw 

Sweatii«, 660 «^684^689 
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Tailoring trade : rotation method in, 
52d ; wages in, 536, 608 
Tarde, M., on capital, 114-15 
Tariff on imports, 765 
Task-wages, 485-7 

Taste, changes in, and economic welfare, 
82-4, 272 ; national dividend and, 
50, 51, 52, 54, 58, 82 3, 134, 
140 n. 

Taussig, Professor: on average life of 
machinery, 38 ; on immigration and 
wages, 660 nJ ; on joint supply and 
raOway rates, 298-9, 300 ; on maxi- 
mum prices, 240 n. ; on monopoly 
control, 370 
Taxation : 

of bachelors by family wage system, 
605-6 

as coercive transference, 713 
death doties, 29, 41, 718, 718-19* 743, 
744 

equality of net products and, 192-5, 
201. 208, 224, 381 
of excess prohta, 41, 230, 231, 240 n« 
graduation of, 713, 714, 715-17, 718 
of income, 41, 713-18, 743, 744 
of increasing supply price industries, 
224, 226 

monopolistic industry purchased by, 
407 

national dividend and, 224, 226, 729 
death duties and, 713, 718-19, 743, 
744 ; income tax and, 713-18, 743, 
744 

prices, regulation of, and, 230-31 
on property, 718-19 
savings and, 28, 29, 30, 717-19 
Taylor, Mr«, on improvement compensa- 
tion, 178 

Taylor system of scientific management, 
210-12; taak-wage method, 486 
Telegraphic communication, early history 
of, 389 

Tenancy contracts and private and aocial 
net product, 174-5, 177-81 
Tenants’ improvements : compensation 
for, 178-81, 182 
Tenure, security of, 1 81 -8 
Textile industries : depression in, 523 ; 
inventions and unemployment in, 

672 

Thomson, Professor J, A., on here<lity, 
112, 119 

Time-wages: dismissal method and, 521 ; 
efficiency and, 477-8, 572-9, 612; 
Mtf 584-5 ; minimum, 583-5 ; 
natiomd minimum, 613-18 ; output 
and, 477-8, 479 fi.*, 572-7 
Town Councils and municipal under- 
takings, 888 


Town-planning, 195 
Town Tenants (Ireland) Act, 179, 181 
Trade Boards, wage regulation by, 584, 
585-7, 588, 662, 597-8 
Trade Boards Acts, 534, 586, 636, 574, 
597 

Trade Unions : , 

coercive extension of agreements and* 
443 

demarcation rules of, 5()t7 
dismissal method dialikeki by, 521 
industrial disputes and, 416, 416 
Labour Exchanges and, 616-17 
mobility of labour restricted by, 506 
standard wage-rates and, 200, 532, 
578, 575, 583, 622 
trade marks and, in Australia, 532 nJ 
unemployment insurance and, 722 n. 
woTiien and, 535 

'rradition : distribution of labour and, 
507 ; women’s labour and, 507-8, 
569, 570 «. 

Training : agricultural, 748 : Indusiirial, 
747-8 

Tramways Act, British, 871 
Transferability ; of units of coramcnlity, 
275-7, 278 ; of units of demand, 
277-8 

Transferences from rich to f>oof : 
bounties on consumption as, 737-41 
coercive, 710, 713, 719 
conditional, 720-22 
differential, 720, 728-33, 736 
excess income available for, 94 
expectation of : national dividend and, 
710-19, 720-36, 789 ; different types 
of, 720-36 

fact of : national dividend and, 88-9, 
90-91, 742-57; incurables ” and, 
745-6 ; investment in training, 
health, and welfare and, 744-5, 746- 
749, 752-8, 763-7 
purchasing power and, 763-7 
neutral, 720, 722-8 
possibility of, 705-9 
as purchasing power, 753-7 
transfer of demand and, 169 
voluntary, 710-13, 757 
Transport: costs of, and movement of 
labour, 502-3, 509-10; improved, 
68 ; simple competition and, 291-6 
(see Railway rates) ; strike, 441-2 
Transvaal Indigency Commission r on 
Labour Exchanges, 516 ; on unem- 
ployment, 526, 579 

Treasury receipts in relation to money 
Income, 41 

Tredgold, l>r., cm ftirUUty of feobJo- 
miodod) 108 
Track Acta, 498 0 
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for evasion, 363-6 

cnifthroat competition by, 268 340 
economy of, 340-42 


Uncertainty-bearing, 161, 164-6, 656 
668, App. I. 771-81 ; labour 
operant with, 658. 661-2 ; large- 
scale management and, 256 ; public 
departments and, 887, 393 n., 396- 
401 ; speculators take, from pro- 
ducers, 779 ; time element in, App. 

I. 772 ; waiting segregated from, 
161-4, 164-6, App. 1. 771-2, 773, 
775, 776 

Under-rate workers and standard wage 
573-6 ^ ■ 

Unemployment: 
age-diutribution and, 578 

Statue contribution to, 516-17, 
611, 692-3, 733 
evil effects of, 524-7 
ignorance of opportunities, and in- 
formation agencies and, 512-18 
inefficiency and, 479, 57 7 >9 
insarance, 491, 517, 700, 722 n. 
inventions and, 388, 672-8 
short-time wr$us, 619-80 
uneconomioally high wages and, 704 
wide markets and, 626-8 
Uniteii Kingdom: aggregate national in- 
come ofe 763 

arbitration in, 424, 449-50 
United States : anti-trust legislation in, 
837, 388-9, 350, 351-2, 863 ; coal 
strike in, 412 n. 

industrial disputes, settlement of, in : 
agreement extension, 443 ; arbitrs- 
tioh, 424-5, 429 n., 489-40 ; Con- 
ciliation Boards, 423 ; mediation, 
436 ; referendum, 431 n. 
labour turn-over In, 620 n.' 
moulders and rate-cutting in, 480 
railway rates in, 301, 803, 304, 305, 
362 

trusts and cut-throat competition in 
345, 349, 351-5 

wages in : immigration and, 660, 
709 n,® ; minimum wage, 538 n,® 
575, 576, 598, 614 ; unions and 
standard wage, 575, 576 
women’s labour ooiuiitictis regulated 
in, 63811.*, 687, 688,614 
of biiiiiieis,^ilse of; 401-4 
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expression of, 173 
nskilled labourers : paupers and, 732 : 
nse in real wage-rates of, 96 ; wages 
riA increase in aggregate, 96 
Utah, mmimum wage in, 614 
Utility and desiredness, 23 


Vagrancy, 735-6 

Value of service principle in railway 
rates, 290, 301-7 ; classiffcation of 
goods and passengers under, 302-7 ; 
cost of service principle and, 290, 
307-15 ; national dividend and, 
307,311,312 

Van M^ken and welfare work, 476 

Vessellitsky, Miss, on women’s labour, 
87 n. 

Vested interests and price control, 378- 
379, 407 

Victoria: labour conditions regulated in, 
533, 538; minimum wage in, 613, 
683 ; standard rates in, 574, 575 

Vinci, Professor, on measuring elasticity 
of demand, App, II. 785 n.® 

Wage-earners: income of, 87 92-3, 

98-9 ; numbers of, 657-8 ; produce 
for wage-earners, 689-90 

Wages; 

contracts and full information, 497-8 
cost of living and, 649, 663, 696-7 
598-600, 603-4, 640 
demand for labour and, 452, 529, 615- 
616,620-22, 623-5,625-33, 634-6, 
682-7, 688 

diagrammatic treatment of, App. III. 
812-18 

disputes about, analysed, 415, 417- 
418, 451-61 

efficiency and, 477-8, 572-9, 579-85, 
607-12, 615,623-4, 632n., 760«.» ; 
interference to raise wages and, 
607-12, 682 ; piece-wages and, 
478-84, 487, 579-85, 611-12, 
620 n . ; premium plans and, 480- 
482 ; task wages and, 486-7 ; time- 
wages and, 477-8, 672-9, 612 
fair, 549, 586-92 ; determination of, 
672-9, 579-85, 590-91 ; living 
wage and, 597-602 ; national 
dividend and interference to raise, 
561, 594-6, 596, 601-3, 610, 
681, 692-3 
family system, 604-6 
fixed andfluctuating, 619-41 ; efficiency 
and, 623, 624; labour demand 
and supply and, 620-25, 625-36 ; 
national dividend and, 620 621, 
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Wages (conid.)^ 

622>26 ; sliding scales and indices 
for, 685-41 

hours of labour and, 87 n., 468 
indices to: margins, 637-8; output, 
473-8 ; price, 685-8 ; profit, 638- 

640 

objections to, 639-41 
interference to raise, 531-40 ; by con- 
sumers, 531-2, 537 ; by public 
authorities, 531, 532 
evasion of, 533-7, 538-40 ; sanctions 
of, 537-40 
iron law of, 99 

minimum : adjustment to efficiency 
and, 536-7, 573-7, 584-5, 615-16, 
617-18 ; day-wage, 535-6, 613 ; 
and demand for labour, 634 n.^, 
683, 685-6 ; legislation for, 444, 
536-7, 574, 583, 585, 598, 613- 
614 ; time- wage, 583, 584, 613-18 
mobility of labour and, 553, 554-6, 
561, 602 

money and real, 549-50, 552, 596-7, 
688-90, 695 

national dividend and, 474, 487, 508-9; 
fixed and fluctuating, 620, 621, 
622-6 ; interference to raise fair, j 
551, 594-5, 596, 601-8, 610, 
681, 692-3 ; interference to raise 
unfair, 661-8, 653-7, 557-61,561- 
564,569-71, 609-10, 615; national 
minimum, 615-18 ; wage reactions 
on efficiency, 609-12 
output and, 473-8 ; piece-wage, 478- 
484, 487, 579-85, 620 n. ; pre- 
mium plans, 480-82 ; task-wage, 
485-7 ; time-wage, 478, 572-9 
piece-wages, 478-80, 484 n.*, 579-85 ; 
dismissal method and, 521 ; output 
and, 478-84. 487, 579-85. 620 n . ; 
scale of; 535-7 

post-war, in England, 699-700 

oremium plans. 480-82 

pees an^ 417, 442, 685-6, 637, 639, 

641 

profits and, 638-9 
salary system suggested, 529-30 
slidij^ scales of : adjusted to cost of 
living, 596-7, 598, 640; to 
margins, 637-8 ; to output or 
profit, 473-8, 638-9 ; to prices, 
417, 442, 635-7, 639, 641 ; to 
size of family, 603-4 ; objections 
to, 689-41 

State interference with, 510, 585-40, 
619 ; minimum wage, 613-16 ; 
raising of fhir wages and national 
dividend, 551, 552, 694-5, 696, 
600-608, 610, 681, 690-91, 692- 


Wages (cofUd .) — 

698 ; raising of unfair wages and 
national dividend, 551, 552, 558- 
656, 561-8, 569, 609-10, 616 
subsidies to, 699-704 ; iCnhlytical 
treatment of, 700-701, 702 
task-wages, 485-7 » 

time -wages : dismissal method and, 
521 ; efficiency and, 477-^, 572-9, 
612 ; minimum, 583-5 ; mational 
minimum, 613-18 ; outpis under, 
477-8, 479 Ik®, 572-7 \ 

Tru<k Acts and, 498 
unfair, 550-51 ; causes of, 551-»3, 554- 
556 ; exploitation and, 556-60, 
561-8 ; national dividend and 
interference to raise, 551-8, 553-7, 
667-61, 561-4, 569-71, 609-10, 
615 ; women’s labour and, 564-71 

Waiting, a factor of capital, 161-2, 387, 
656, 658 ; distinct from uncertainty- 
bearing, 161-4, 164-6, App. I. 771-2, 
773, 775, 776 ; labour co-operant 
with, 661-2 ; public departments 
and, 387 ; unit of, 1 61 w. , App. L 772 

Walker, Mr., on Kartels, 341 n.' 

Walsh, Mr., on dock labour, 547 

War : economic welfare and, 19 ; fear of 
financial loss by governments in 
peace and, 398 

finance ; debts, 762-3 ; excess profits 
Ux, 41, 230, 231, 240 n. 
industry and; combination, 207-8, 
264 ; hours of work, 464 ; over- 
crowding, 529; standardisation, 208; 
State control, 240-41, 329-30 
price changes caused by, 369 
price regulation during, 229-41, 360-61, 
694, 787 

rationing during, 694-5 
State control and : of industry, 240, 
329-30, 383-4 ; of prices, 229-42, 
860-61, 694-6, 737 ; of supply, 243- 
249, 694 

supply control daring, 243-9, 694 
women’s labourand,33n*^508, 666 n.®, 
567 n. 

War bonuses, family basis of, 604 

Wasteful exploitation of natural resources, 
28, 29 

Water supply : area of, 401, 402 ; muni- 
cipal, 27 lu, 402 

Watkins, Mr., on distribntion of pro- 
perty, 164, 652-3 

Webb, Sidney: on administration of 
public services by consumers, 827-8 ; 
on biology and social problems, 113 
and Mrs. Webb: on agricultural train- 
ing centres, 749 ; on conciliation, 
485 II.® ; on women^s labour, 567 w. 
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Welfare, 10, 18, 14-18 ; biology and, 106 ; 
defence and, 19*20 ; economic and 
aggregate, 1M4, 20-22, 117-19; 
m^ified by manner of earning and 
spending income, 14-18 
economic. 8u Economic welfare 
Welfaa work by employers, 16-17, 
^6 n.*, 710-11 

Wellington, N.Z., standard rates in, 576 
Westcott, Bishop, as mediator, 436 
Western Australia : compulsory arbitra- 
tion in, 448 ; living wage in, 698 
Wheat price control : United Kftgdom, 
238 ; United States, 248 
Whethara, Mr., on physics, 7 
and Mrs. Whetham, on heredity, 
107 

Whitley Scheme, 16, 421 
Widows, aid to, 723, 760 
Williams, Mr., as arbitrator, 429 
Wilson, Mr., on germ-cells, 111 
Window Glass Cutters* League and arbi- 
tration, 429 n.* 

Wodehouse, Mr., on relief in aid of 
wages and of earnings, 723 
Wolff on rural co-operation, 16 
Women : 

home workers, 87 n., 558, 564 n. 
in industry ; artificial restrictions on, 
607-8 ; in United States, 533 w.^ 
637 ; confinement and, 187, 760 ; 
hours of labour, 87 n., 464, 467, 
469, 472 n., 760 ; recruits to, 171 ; 


Women (confd.)— 

stay of, usually short, 496 ; war 
and, 33 n.\ 508, 566 n., 567 n. 
International Labour Conference, 1919, 
Convention on employment of, 766 w. 

relief for, 707-8, 708-9, 723-4 ; trade 
unions and, 586 

wages of, 87 ti., 664-71 ; living wage 
for, 699 ; minimum, in United 
States, 698, 614; out-relief and, 
707-8, 708-9 ; post-war increase, 
in aggregate, 96 

Workers ; co-partnership associations of, 
206-6 ; methods of engaging, 641-8, 
654-6, 687 ; opportunities for, 204-5, 
207 ; welfare workfor, 16-17, 476 nX 
710-11. See Labour 
Workmen : and female labour, 507-8 ; 

value of skilled, 620 
Workmen*8 Compensation Acts, 491 
AVorkmen’s tickets, 814 525 ».®, 788-9 

Works Committees, 483 
Wright, Mr., on birth-rate and standard 
of comfort, 100 n.* 

Year-pound, unit of waiting, 161 n., 
App. 1. 772 

Young, Professor, on depreciation of 
plant, 38 n.® 

Yule, Mr., on birth-rate and social status, 
102 ; on infant mortality, 118 

Zone tariffs, railway, 316 
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Measurability 
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perfect, App. IX. 833 ff. 

Cost, marginal, 834 ; average, 834 

Cournot, 827 w,, 828 n. 
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Depreciation, 818 
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X. 835 ff . ; defined, 836 ; alterna- 
tive definition, 843-4; of partial 
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